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\B\ We are the LEADER in |

the most attractive,

FASTEST GROWING

segments in the

healthcare staffing
industry.

2006 REVENUES OVER $1 BILLION

Segment Revenue  Market Position
! fin millions)
— TRAVEL NURSE $763.2 LEADER \/
& ALLED HEAITHCARE
25% "'==~) LOCUM TENENS $268.1 LEADER \/

PLACEMENT

/PHYS|CIAN PERMANENT  $ 50.4 LEADER \/




; [Binamncial BIGHLIGETS

lin thousands}

Years Ended December 31, 2006 2005 2004

OPERATING RESULTS
——

—_— e |

Revenue $1,081,703 $705,843 $629.015
Gross profit R 289,288 170,235 144,362
Selling, general and administrative 205,499 117,326 102,186
Income from operations 73,464 46,730 36,339
Nel income $ 35,091 $ 22,234 $ 17,346
Diluted net income per share $ 1.02 $ 049 $ 055

OTHER FINANCIAL DATA

——— ]
Net cash provided by operating activities $ 54538 $ 44,090 $ 39,038
&l cosh providec by operaling aclivites 3

BALANCE SHEET DATA
=

Cash, cash equivalents and shortterm investments $ 4402 $ 19110 $ 3,908
Total assels $ 622,181 $618,387 $286,960
Total notes payable, including current portion $ 173,380 $205,000 - $101,723
LS Rl e T e L1 —
Revenue Diluted Earnings Per Share Operating Cash Flow
{in miflions) fin dollars) {in millions)
1,082 $55
b $1.02
$44
$39 |
$706 $0.69 =
$629 [~ — d

(. $0.55
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Letter to SHAREHOLDERS

HEALTHCARE

There is no doubt that 2006 will be remembered
as a milestone year for AMN Healthcare,
Through our combined nurse, physician, ond
allied healthcare staffing services, we delivered
an unprecedented comprehensive service offer-
ing o our thousands of healthcore facility and
provider clients. We expanded our leadership
posiflion within the healthcoia staffing industry
with revenues and earnings per share that led
the sector, and we proudly exceeded our goal
of $1 billion in annuol revenue—o first in the

U.S. healthcare stoffing industry.

Highlighting 2006 Accomplishments

Over the past year, we continued to focus our
efforts on better serving our healthcare focility
clients by broadening and deepening our service

offering. By complementing our core travel nurse

and allied staffing business with the addition of
The MHA Group's physician ond allied siaffing
businesses, we have significanily improved our
capability to respond to our clients” mest critical
staffing needs. We believe that the combined
value, breadth and depth of services thai we
offer o our clients is unparalleled within the

industry today.

In 2006, we completed our integrafion of The
MHA Group. Through cross-pollination of our
managemeni teams we have shared best
practices end operational capabilities across
the Company, and we can now more fully
leverage our sales and recruiting capabilities

to cover the full range of clinicat disciplines.

We have strategically focused our business lines
on the mas! profitable, fastest growing segments
within the healthcare staffing industry today.
Being the leader in cach of these segments

has provided us with an opporlunity and a
responsibility 1o deliver the greatesi value and

most innovative solutions 1o our clients.

In 2006, we were most pleased that our
combined businesses achieved a healthy
balance of both volume growth and increases

in revenue per healthcare professional working.
These results are credited in part to our com-
mitment to expanding our supply of clinical
providers across all of our divisions. We were
deliberate and innovative in our marketing efforts
and reached out to the healthcare candidates
who would thrive in temporary siaffing and travel

assignments. We also invesled in our internal
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sales training efforts and the expansion of our international

recruiting to enhance the number of nurses availoble for U.S.

assignments in the future.

We believe that our combined travel nurse and allied, and
physicion staffing businesses have diversified our revenue and
income sources while belter balancing business cycle risks. This has
pesitioned the Compeny 1o serve the growing and changing needs
of our clients, but also 1o develop an even stronger foundation and
profile for financial growth to produce returns for our shareholders,
While we are honored 1o be leading such an important indusiry
today, our attention is also focused on the fulure and the sirategic

opportunities that lie ahead in the healthcare staffing industry.

Planning 2007's Endeavors

We look to 2007 and beyond with an eye on expanding our
capabilities, capacity and services 1o be able to more broadly
serve healthcare focilities. By offering the lergest national network
of comprehensive services that differentiale us from our competitors,
we believe we ore in o prime position as the parlner of choice

for our customers.

This year we intend to make targeied investments to drive organic
growth and to increcse our cperational efficiencies. As is charac-
terisiic of AMN Healthcare, such investments will be designed
to leveroge our established sirengths and extend them across our
operations. We are focused on organic growth yet will remain
opportunisiic and pursue acquisitions that further our sirategy and

enhance shareholder volue.

In cddition to setting she standords for tomorrow’s healthcare
staffing services, AMN Healthcore is a thought leader by
gothering, analyzing and disseminating key dola and insights
regarding hecltheere siaffing. We believe that this further cements
our lecding position while al the same time enabling us 1o betier

understand and meet our clients’ demands.

Furthermore, we continue fo invest in “growing” cur Company’s
future leaders. We have implemented an active management
development program that we believe ensures the Company's
ongoing success. We strive 1o support our employees in pursuing
their prefessional and personal goals every day—a strategy

that we believe will enable us to retain top talent in our highly

competitive industry.

Envisioning the Future

Qur vision of the future is simple: We will continue to deliver
differenticted, premium services o our heclthcare clients
and provide the largest selection of fulfilling assignments to
our healthcare professionals. By further differentiating AMN
Healthcore and solidifying our position as the indusiry jeader,

we will maximize sharehclder value. We remain committed to -~

'
articulating that value through tronsparent governance and

ongoing shareholder communications.

A1 AMN Healthcare, our leam members deliver customer service
and manage our operations with the passion and spirit of a
slart-up—yet are powered by the arganizational resources and
talent pool of the nation’s largest healthcare siaffing firm. We
believe this unique combinction builds the greaiest volue for our
clients and our employees, which ullimately creates the greatest

value for our shareholders.

We thank you for your continued support and confidence in
AMN Healhcare and look forward to discussing our progress

with you througheut the coming year.
Sincerely,

(Deoddnsalpak

Susan R. Nowakowski

President and Chief Executive Officer




Chairman’s LETTER

AMN Healthcare was founded and continues

io operate on business decisions that position

the Company for sustained growth and value.

In the early years, those goals concentrated on
the Company's development; today, we are posi-

lioned 1o guide the transformation of our industry.

The Leader in Healthcare Staffing

As the largest healthcore staffing provide—and
the source for the most comprehensive services—
AMN Healthcare is modeling the best praciices
tor the rest of our growing and vital indusiry.
We hove positioned ourselves as a solution thet
bridges the pressing challenges facing hospilal
and healthcore faciiities and those that clinical
professionals must address. We cre developing
innovative means lo recruit and selain our health-
care professionals 1o meet all of our clients’
specialized needs, and we are gathering and
interpreting industry data to inform policymakers’

decisions for the coming decades.

Qur morkel opportunity is strong, So is our
financial strength, In 2006, we confinued to
genercte solid operating cash flow, revenue
and ecrnings growth. Qur financial resources
should enable us 1o continue to pursue our

strategic vision.

Committed to the Highest Ethical Standards
We are proud of the business we have built ot
AMN Healthcare. Strong governonce, careful
stewardship and the highest ethical standards
guide our dayto-day operations and are pillars
in our strajegic plonning. Making the right
decisions every day is a fundamental ingredient

to sustained corperate value.

Focused on Active Community Involvement

To us, a key metsure of o company’s worth is
its commitment to improving the communities in
which it operates. AMIN Healthcare is “giving
back” to the healihcare community in numerous
ways. Our Staff Care division annually selects
and honors The Country Doclor of the Year.

Through our scholarship progrom, we are helping

those interested in furthering their nurse educations,

And as ¢ sponsor of the Council on Physician
ond Nurse Supply, we cre supporting efforls o
increase awareness of the healthcare provider
shortage in the Uniled States and develop

long-term solutions.

Twenty-one years ago, we sel out 1o build o
busingss. Now AMN Healthcare is transforming
the healthcare staffing industry. We oppreciale
your involvement through this evolution and thank

you for your continuing suppor.

Fif

Steven C. Francis

Cotounder, Chairman and Director
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lonsforminglthelindusivy

AMN Healtheare sirives to be the most comprehensive healthcare
slaffing partner 1o healthcare facilities end healthcore profes-
sionals. By addressing the needs of both client sets, we can
bridge the challenges they face and bring them ifogether to mee

their personal and professional goals.

We have focused our business on being the leader in the most
attraclive and fastest growing segmenis in the healthcare siaffing

industsy: travel nurses, locum tenens, travel allied heclkhcare

REVEMUES

{in billions)

professionals, and physician search. We recruit and retain heclih-

care professionals in o broad spectrum of clinical disciplines and
believe that the combined depth and breadth of our physician,
nurse and allied staffing capabilities is unparalleled. We provide
our clients with @ range of assignment lengths, from o few days,

io long-term controcts, lo permanent positions.

We continuously study our markets closely 1o determine the

most effective ways to connect with healthcare professicnals and
facilities. Our multi-brand approoch allows, us to reach out to
professionals in all stages of their careers and our shortHerm
assignments can provide nurses, physicians and allied healthcare
professionals with opportunities fo build their resumes, work in
different parts of the country, experience different practice setiings
and enhance their compensation and benelits. Likewise, for those
who are seeking more conrol and balance in their professionc.;:l
ond personak inferests, or alleviation from changing reimbursement

or stoff managemenl, we can provide such flexibility.

HEAITHCARE TEMPORARY STAFFING INDUSTRY
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Every year we place thousaads of U.S. ond internationally
trained healthcare professionals. We connect with them through
11 recruitment bronds and a robust tnternet presence that includes
five award-winning portal Web sites. We alse benefit through
word-of-mouth referrols and the sirong long-term relationships our
recruiters form with our healthcare professionals. AMN Healihcare
is further able to suceesshully retcin clinicians by consistently
delivering superior service throughout cssignments. Since the
majority of our clinicians take multiple assignments with us,

our altention to service and meeting or exceading our clients’

expectations is critical.

(Creating[CruciallSynergies

Our healthcare professioncls appreciate that AMN
Healthcare's extensive network of hospital end healthcare
facility chients enables us to offer an unmatched selection
of rewarding temporary assignments and permanent

placements—in every siate.

We have partnered with hiring decision-makers ot all levels
within our client facilities. We respond quickly to their
steling requests and are recognized for plocing the highest:
quality clinical staffi—professionals our clients depend on,

to care for patients ond meet financial goals. We strive to
offer simplicity and efficiency 1o healthcare fecilities in the
form of high-quatity, flexible staffing solutions that best utilize

our stoffing capabilities.
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[Meeting|Growing|Demands]

The shortage of nuises in the U.S. is already acuie, and current
trends suggest it will grow more significant by 2020. One
long-term industry driver is the aging U.S. population. As patients
age, their need for medical aitention incn;ases. Further, the need
for costeffective, flexible staffing solutions increases the need for
healthcare facilities 1o access o national netwark of temporary

healthcare professionals.

For hospitcl administrators, having sufficient, highly quclified
nursing and allied staff is essential to delivering a high stondard
of patient care and to meeling financial and service geals.
Additionally, the hospital executive oppreciates ihat physicians
and other medical specialists generate revenue, maximize
profilability of technology purchases and sustain margins.
Having o full contingen: of healthcare professionals also
ensures that patients can be admitted in a timely manner and

properly served.

We pride.ourselves on flexibility, choice and customer
service. While many stalfing providers may speciclize in one
areq, we are not “one size fits all* in our approach. AMN
Healtheare is able 1o help hospitols oddress the impact of
the physician and nursing shortages and turnover by
delivering one of the nation’s largest networks of highly
qualified clinical professionals to quickly fill temporary and

permonenl positions.

- (12020

EnsuringlinternallQualityj

AMN Healthcare enjoys a strong reputation in the industry as
a reliable and high-quality staffing provider—a reputation that
begins internally with our talented and passioncte stcff, innovative
culture and dedication to delivering a premium service o our
clients. As evidence of this excellence, AMN Healthcare is the
first U.S. lemporary.sioffing compeny to have received the

old Seal of Approval for Corporate Certification from the Joint
Commission on the Accreditotion of Heclthcare Organizations
{ICAHO). The cerification ecknowledges our compliance with

JCAHO's nalional set of consensus-bosed quality standards.

Our more than 2,000 corparate sales, markefing and service
delivery teom members are led by o management team that
has an unprecedented depth of knowledge and experience. To
replicate ond develop this expertise throughout the organization,
we have implemented extensive training programs. We also
confinucusly update our development pragrams 1o ensure that

AMN Healthcare is an even shionger organization in the future.

For business efficiency, we have organized our Company around
ceniralized operctions. Yet we mainlain a wider presence through
nine national and seven principal international offices. The struc:
ture encbles us to serve large national arganizations and local
focilities with equal—and optimal—efficiency. We also believe
our organizational struclure sustains our ability to betler under
stand our healthcare clienis' and clinical professioncls’ unique
and evolving long-term needs. With their interests as our guide,

we will conlinue to iransform the healtheare staffing indusiry.




Qur Mission

AMN Healthcere contributes to the quality of healthcore worldwide by providing our hospital and
healthcare clients with quality clinical professicnals commited to delivering excellent patient care.
We deliver on this promise by recruiting and placing quality clinical professionals, and maiching
their skills, experience, and career and personal aspirations with our healthcare facility clients.
Our mission is executed through innovative solutions and value-based, bestin-class service 1o all

we serve.

Our Core Values
Respect
We treal our teom members, customers and vendors with the highest level of persone! and

professional consideration, courtesy and care, as we value each person's unique contribution.

Trust
Qur relationships are characterized by honesty as reflected in unshakable confidence that we

will hold fast to our commitments.

Passion
We are driven 1o urgency by zealous concern 1o be the best we can for the peaple we work with

and the cuslomers we serve.

Customer Focus
Thioughout our service chain, we maintain ¢ singular focus on satisfying our customers through o

relentless pursuit of excellence.

Continuous Improvement
We conlinuously seize opportunities fo improve our processes and ourselves in ways that add

value within a culture that fosters innovative ideas and proactive changes.
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PARTI
Itein 1.“' Business
Our Company
AMN Healthcare Services, Inc. “AMN” is the largest temporary healthcare stafﬁng company in the United
States. As the largest nationwide provider of travel nurse. staffing services, locum. tenens (temporary physician

stafﬁng) and phy51c1an permanent placement services and a leading prov1der of allied healthcare' professicnals,
we recruit physrcrans nurses and allied healthcare professronals, our “healthcare professionals,” nationally and

internationally and place them on a551gnments of variable lengths and in permanent positions at acute- -care

hospltals physrcran practrce groups and other healthcare facﬂmes throughout the United States.

Our stafﬁng services are marketed to two distinct customer groups: (1) healthcare professionals and-
"(2) hospitals; healthcare facilities and physician pracuce groups. We use a multl-brand recruiting strategy to
~enhance our ability to successfully ‘attract healthcare. profess1onals in.the United States and intemationally. We
market our stafﬁng opportunltles to healthcare professronals .under. recrultment "brands 1nclud1ng American
Mobile: Healthcare®, Medical ExpressS™, NurseChoice® InDémand, NursesRx®, Preferred Héalthcare Staffing®,

‘ Med TravelersSM, RN Demand® ‘RN Extend™™, O° Grady Peyton Intematronal® .Staff Care® and Merntt '

Hawk:ns & Associates®. Each brand has a distinct clmlcran focus market strengths and brand reputatlon
" At the end’of 2006 we had healthcare professronals on asstgnment at over 2 000 dlfferent healthcare facility
clients. We provide services to acute-care and sub-acute healthcare facilities; phys1c1an groups, dlalySIS centers,.

clinics and_schools. We market our travél nursing services to hosprtals and. healthcare facilities generally under’,

: one brand, AMN Healthcare® as a smgle staffing provrder with access to healthcare professronals from-several *
' furse recruitment- brands We market our locum tenens and physrcran permanent placement ‘services under the "

brand names Staff. Care and Memtt Hawkms & Assocnates respectrvely, to hospital, and healthcare facilities and

+physician stafﬁng groups Both were acqurred in November 2005 through our purchase of The MHA Group Inc.,
" which we refer to as “MHA“ We market our alhed healthcare stafﬁng services- to hospltals and healthcare
- fac111t1es generally under the brand name Med Travelers . : .

,'! -
- . i

Our hospital and hea]thcare facility clients utilize :our temporary healthcare stafﬁng services to cost-

effectively manage both short- term and long-term shortages in their staff due to a- variety of.circumstances,

B
S

including’ a lack of qualified; specialized local healthcare ‘professionals, attrition, leave schedules new unit -

openings and seasonal patient census variations. In addition to providing contmurty of care and qualrty patient -

" care, we believe hospitals and healthcare facilities contract with us due to our access to a large nat1onal network -

of skilled temporary and permanent healthcare professionals, our ab111ty to meet their-specific staffing needs, our .

" flexible staffing assignment lengths and our reliable and superior customer service.

SO Pl'iysicians nurses and allied healthcare professionals join us on temporary assignments for a wide variety of
.reasons that include: seeking flexible work opportunities, exploring different areas of the couniry, building their

chnrcal slolls and resume by working at prestigious healthcare facilities, escaping the demands and political

envrronment of working ag,permanent staff and working through life and career transitions.

Our large number of hospital and healthcare facility clients provides us with the opportunity to offer

. temporary positions typically in all 50 states and in a variety of work environments and clinical settings. In

addition; we provide our temporary healthcare professionals with an attractive benefit package that may include
free or subsidized housing, free or reimbursed travel, competitive wages, professional development opportunities, -
a 401(k) plan and health and professional liability insurance. We believe that we attract temporary healthcare -
professionals- due to our long-standing reputation for providing a hrgh level of service, our numerous job

- opportunmes our benefit packages, our innovative marketing programs and word-of-mouth referrals from our

thousands of current and former healthcare professionals.

.

0
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. placemcnt services and temporary staffing services.

Industry Overview

Temporary healthcare staffing industry revenues are expected to grow at a compound annual growth rate of
approximately 8% from 1997 through 2008, according to industry estimates. The industry has grown each year
except 2003 and 2004, in which it declined on an annual basis. Industry reveénues for 2007 are expected to grow
by 7% to.$11.4 billion as compared to 2006. The market segments within' the temporary healthcare staffing
industry in which we provide service offerings-include travel nursing ($2.5 billion market), locum tenens ($1.6

billion market) and allied healthcare ($3.2 billion market).” According to estimates prepared by Staffing Industry

Analysts, projected. growth rates for 2007 are 9% for travel nursing, 14% for locum tenens and 11% for allied
hcalthcare P

The nurse and allied healthcare staffing segment, our largest rcportmg segment, experienced a- slrong

- demand and tight; supply environment during 2005 and early 2006. During the last-guarter of 2006 and into the

ﬁrst quarter of 2007, the industry has.reported, and we have also experienced, the typical‘seasonal decline in
nursing demand, along with a lessening of demand in certain regions and specialties. We conlmue to experience a

demand environment that exceeds supply.

_ Although we cxpenenced considerable improvements in our nurse and allied candidate supply -throughout
2006 and into early 2007, the supply market continues to be constrained relative to the demands of our healthcare
facnlny chcnts lntemauonally trained nurses represent a growing supply of nurses, and roughly 15% of newly
licensed nurses are fore1gn trained. While roughly 90% of our nurses are trained in the United Statcs ‘e recruit
nurses from international channels through our O’Grady Peyton International brand 1o meel our fac111ty clients’
long-term staffing nceds QOur continued utilization of this international supply ‘channel i is reham upon an increase
or exemption from current permanent immigrant visa quotas. As a resuit of these visa quotas, there is roughly a
four-year delay for nurses from certain countries, such as India and the Phlhppmes to enter 1nlo the United States
On a permanent immigrant visa.

Locum tenens physicians are uscd by hospitals, healthcare facilities and physician pracucc groups to fill
temporary ‘vacancies created by vacations and leave schedules, and mcrcasmgly, o’ br1dge ‘the 'gap while seeking
permanent candidates. Staffing Industry Analysts reports the locum tenens market to be the fastest-growing
segment of the healthcare staffing industry. The demand environmeént for locum tenens services continues (o be
strong, and socioeconomic factors, such as increased physician emphasis on job and lifestyle flexibility, suggest a
growing number of physicians are embracing log:lllm‘ tenens as a practice style, ‘

-

The physician permanent placement services segment also continues to experience an environment in which |
demand exceeds supply. Physicians are significant drivers of revenue, influencing many hospitals, healthcare
facilities - and physician practice groups to devote the resources necessary to recruit them. While this creates
mgmﬁcant competition for the limited supply of physicians, our nanonal reach and brand recognmon position us

S wcll in ths cnv1r0nment . o .

. 1
' - T .

N The”physu:lan permanem placemeﬁtJ'market has sig'niﬁcant -growth potential due to client demand for
physicians that enable our clients to’ gencrale revenue. This demand and the significant overlap of clients seeking
both tcmporary and pérmanent placement services provides us an opportumty to cross-sell physician permanent

i

]

Competltwn
. \ 4 . ! »

- The heal[hcarc ~"staffing mdustry is hlghly Competmve We compete in natlona] regional and local markets
with full- -service stafﬁng companies and specialized temporary stafting agencies for both healthcare professionals.
and hospital and healthcare facility clients. We also compete with hospital systems that have developed their own
recruitment departments and interim- staffing pools to attract highly qualified healthcare professionals. We
compete with ‘other staffing'comipanies for hospital and healthcare facility clients on the basis.of the quality and
depth of our healthcare professionals, the timely availability-of our professionals with requisite skills, the quality,
breadth and price of our services, our customer service, our recruitment expertise and the geographic reach of our
services. We compete for healthcare professicnals on the basis of customer service and expertise, the quantity,

2




diversity and quality of available assignments, compensation packages and, for our temporary nurses and allied
healthcare professionals, the benefits that we provide to them while they are on assignment.

We believe that larger, national firms enjoy distinct competitive advantages over smaller, local and regional
competitors in the healthcare staffing industry. More established -firms have a targer pool of available candidates,
substantial word-of-mouth referral networks and more recognizable brand names, enabling them to attract a
" consistent flow of new applicants. Larger firms also generally have a deeper, more comprehensive infrastructure
with a more established business framework and processes that provide the foundation for quality standards
recognition, such as the Joint Commission on Accreditation of Healthcare Organizations (JCAHO) staffing
agency certification. The greater financial resources of these larger firms also make it relatively easier (o provide
payroll and housing services for its temporary healthcare professionals, which is cash flow intensive.

Some of our competitors in the travel nurse, allied and locum tenens staffing sectors include Cross Country
Healthcare, InteliStaf Healthcare, CHG Healthcare Services, On Assignment, and Medical Doctor Associates.

Demand and Supply Dnvers
Demand Drivers

«  Demographics and Advances in Medicine and Technology. ~As the U.S. population ages and medical

technology advances result in longer life expectancy, it is likely that chronic illnesses and hospital

" census will continue to increase. We believe that these factors will increase the demand for both

_temporary and permanent healthcare professicnals. In addition, enhanced healthcare technology has

. increased the demand for specialty clinicians who are qualified to operate advanced medical equipment
and perform complex medical procedures.

* Increased Hospital Revenue Opportunity. Hospital and healthcare facilities” primary revenue source is
generated by physicians. By using permanent physician search and locum tenens staffing services to fill
both permanent and temporary vacancies quicker, hospitals and healthcare facilities can generate
additional revenue. With more physicians admitting patients, healthcare facilities will have a need for
more nurses and allied healthcare professionals to’support the increased patient census.

*  Shift to Flexible Staffing Models. Nurse wages comprise the largest percentage of hospitals’ labor
expenses. A focus on cost-effective healthcare service delivery may lead more hospitals and other
healthcare facilities to adopt adjustable staffing models that include utilization of flexible staffing
resources such as temporary healthcare professionals.

*  Physician and Nursing Shortage. Many regions of the United States are experiencing a pronounced -
shortage of physicians and registered nurses. While the extent of the physician shortage is debated, the
Bureau of Labor Statistics projects that the incremental job openings for physicians and surgeons from
2004 to 2014 will be 136,000, an increase of 24.0% over ten years. The U.S. Department of Health and
Human Services reported that the registered nurse workforce is expected to be 36%_ below projected
requirements by 2020. Faced with demand and tight supply for physicians and nurses, hospitals are
utilizing mere temporary physicians and nurses to meet staffing requirements. Factors that we believe
are contributing to the supply shortage of healthcare professionals include:

— Changes in Physician and Nurse Population. Approximately 30% of all physicians are 55 years
and older and approximately 38% are considering retirement in the next one to three years. The
average age of a registered nurse was estimated to be 47 years o6ld in 2004, an increase of 10. 6%
since 1996. -

— Shortage of Medical and Nursing Schools. As a result of a shortage of qualified faculty and
limited availability of medical and nursing schools to prospective healthcare professionals, many
believe that the numbers of medical and nursing school graduates are well below the number of
new healthcare professionals needed in order to eliminate the projected shortage.
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— Healthcare Professionals Leaving Patient  Care -Environments for Better Career
Opportunities. Healthcare professionals’ career opportunities have. expanded - beyond the
traditional bedside role. Pharmaceutical companies, insurance companies, HMOs and hospital
management, service and supply companies offer healthcare professionals attractive positions
‘which involve work that is perceived as more rewarding, and providing increased compensation,
less demanding work schedules and more varied career progression and opportunity.

- . ] i i [

—  Physicians Leaving Practices Due to Increased Burdens of Malpractice Insurance and Medical

Insurance Reimbursement. .Physicians are concerned over reimbursement levels from-insurance

companies and government agencies and displeased with claim billing restrictions and paperwork,

In addition, malpractice premiums have been increasing over the last several years.

T,

s Seasonality. Hospitals in regions that experience significant seasonal fluctuations in population, such

as Florida or Arizona during the winter months, must be able to efficiently adjust their staffing levels to’

accommodate the change in patient census. Many of these hospitals find it more,cost-effective to utilize
temporary healthcare professionals to satisfy these seasonal staffing needs.
. A - . . ot
»  Patient Demand. Patients have increasing access to healthcare information through various channels
including the internet and advertising., With this information,.many patients are taking a more active role
in their own healthcare management; including requesting diagnostic tests and elective and non-elective
sprocedures. This increased patient demand for healthcare services is expected to drive an-increased need

" for healthcare professionals. '

Supply Drivers
v+, Traditional Reasons for a Healthcare Professional to Work on a Temporary Assigniment. - Temporary
' 'stafﬁng allows healthcare. professwnals to explore -new areas. of the United States,"work at prestigious
: hospitals,, learn new skills, manage work/life balance, build their resumes,.try out different clinical
settings, reduce administrative burdens, allow for a’transitional' period between, permanent jobs and

avoid unwanted workplace politics that may. accompany a permanent’ position. Other benefits to-

-temporary healthcare professionals could include  free or, subsidized housing,. competmve wages,
professional liability insurance coverage, professional development opportunmes health insurance, and

completion bonuses for some assignments. All of these opportunities have been constant supply drivers . -

which continue to attract new healthcare professionals into our industry.
+  Word-of-Mouth Referrals. New applicants are often referred to staffing companies by other healthcare
- professionals who have taken temporary assignments with or been placed in a. permanent.position by
those staffing companies. Growth in the number of ‘healthcare professionals who are working on
- temporary assignments or have been placed in permanent positions by a staffing agency, as well as the
increased number of hospital and healthcare facilities that utilize temporary healthcare professionals,

v

creates more opportunities for referrals. .o o 5

* . More Physicians Choosing Temporarjz Staffing Due to Increased Reimbursement and Malpractice
Concerns.- Locum tenens positions provide physicians-the opportunity to. practlce medlcme ‘without
undue concern for malpractice costs or insurance reimbursement. C :

*  More Nurses Choosing. Travel Staffing Due to the Nursing Shortage and Stable Economy. . In times of

. nursing shortages and'a stable economy, nurses with permanent jobs generally- feel.more secure about
“, + their employment prospects. They. have a higher degree of confidence that they can- leave their
. .permanent position to take a travel assignment and have the ability to'returti to a permanent position in
the future. Additionally, during a nursing shortage, permanent.staff nurses are often required to assume
greater responsibility and patient loads, work overtime and deal with ‘increased pressures within the

4




hospital. Consequently, many experienced nurses choose to leave their permanent employer and look for
a more flexible and rewarding position.

Legislation Allowing Nurses to Become More Mobile. 'The Mutual Recognition Compact Legislation,
promoted by the National Council of State Boards of Nursing, allows nurses to work more freely within
states participating in the Compact Legislation without obtaining new state licenses. The recognition
legislation began in 1999 and has been enacted in 22 states.

Growth Strategy

Our goal is to expand our leadership position within the healthcare staffing sector in the United States. The
key components of our business strategy include:

Strengthening and Expanding Qur Relationships with Hospitals and Healthcare Facilities. We
continue to strengthen and expand our relationships with our current hospital and healthcare facility
clients and continue to develop new relationships. Hospitals and healthcare facilities are seeking a
strong business partner who can fulfill the quantity, breadth and quality - of their temporary and
permanent staffing needs and help them develop strategies for the most cost-effectivé staffing models.
In addition, over.the last few years, hospitals and healthcare facilities have shown an interest in working
with fewer vendors in order to increase efficiency. We believe that our larger size and proven ability to

~ fill our clients™ staffing 'needs provide us with the opportunity to serve our client facilities implementing

this vendor consolidation strategy. Because we possess one of the largest national networks of available
physician, nurse and allied healthcare professionals, we are well positioned to offer our hospital and
healthcare facility clients a wide spectrum of effective solutions to meet their staffing needs.

_'Expanding Qur Network of Qualified Healthcare Professionals. Through our recruiting efforts both in

the United States and internationally, ‘we continue to expand our network of qualified healthcare
professionals. We 'continue to build -our supply of -healthcare professionals. through. referrals from
healthcare professionals who are currently working or have been placed by us in the past, as well as
through advertising and internet sources. We have also conducted several research initiatives to assist us

© -in segmenting the population of healthcare professionals and developed targeted advertising campaigns
" directed at these different segments. Through our O’ Grady Peyton International brand, we seek to
- leverage our exnslmg infrastructure and our industry-leading international recruiting expertise to further

build our supply of qualified nurses by recruiting foreign-trained nurses, who are expécted to be an
1ncrcasmgly important componcnt of the U.S. hcallhcarc professmnal workforce.

Levemging'Our Business Model and Large Hospital and Healthcare Facility Client Base to Increase
Productivity. We seek to increase our productivity through our proven multi-brand recruiting strategy,
large ﬁ\étwork ‘of. healthcare professionals, established hospital and .healthcare facility client
relationships, proprietary information systems, innovative marketing and recruitment programs, training
programs and centralized administrative support systems. Our multi-brand recruiting strategy for
temporary nurses generally allows a recruiter in any of our nurse staffing brands to take advantage of all
of our nationwide placement opportunities. In addition, our information systems and operational support

_and customer service personnel permit our recruiters to spend more time focused on-the placement of

our healthcare profeqsmnals

Expanding and Enhancing .our Service Offerings. -In order to further enhance the growth in our

" business and improve our competitive position in the healthcare staffing sector, we continue to introduce

new service offerings and enhance our existing serv1ce offerings. As our hospital and healthcare facility

" clients’ needs change we constantly explore what addmonal services we can prov1de to better serve

those needs. - . ¥




" Services Piovided

I T

*  Providing Innovative Technology. We continue to be an innovation leader in healthcare staffing by
providing on-line services and tools to both our hospital and. healthcare facility clients and our
healthcare professionals. Our on-line resource, Staffing Service Center, provides online resources for
hospital and healthcare facility clients to streamline their communications and process flow to secure
and manage staffing services. Another on-line resource, The Service Connection,” provides an on-line
self-service resource for our healthcare professionals to track assignment information and complete key
forms electronically.- Both sites offer secure access and self-service features twenty-four hours a day,
seven days a week.

*  Building the Strongest Management Team to Optimize Our Business Model. .In addition to a ténured
senior sales and operations management team, we have continued to focus on training and professional
development for ali levels of management and continue to hire skilled and experienced team members to
deliver superior service to our hospital and healthcare facility clients. g

»" Capitalizing on Strategic Acquisition Opportunities.  In order 10 enhance our competitive position, ‘we
will continue to selectively explore strategic acquisitions. In the period following acquisitions, we have
sought to leverage our hospital relationships and orders across our brands, integrate back-office
functions and, where appropriate, maintain brand dlfferentlauon for lemporary healthcare professnonal
recruitment purposes.

Business Overview

‘Nurse and Allied Healthcare Staffing Segment

* Hospitals and healthcare facilities’ generally obtaif supplemental staffing for nurses and allied healthcare

professionals from two external sources, local temporary (per diem) agencies and regional and national travel
healthcare staffing companies. Per diem staffing involves the placement of locally, based healthcare professionals
on daily shift work on an as needed basis. Hospitals and healthcare facilities oftén give on]y a few hours notice of

their per diem assignments,, which require a quick turnaround from their staffing agencies of genera]ly less than

24 hours. Travel staffing, on the other hand, has historically provided hospital and healthcare fac:lmes with

stafﬁng solutions to, addre‘;s anticipated or longer-term staffi ing requirements, typlcally for ‘four to 26 weeks In"

contrast to per diem agencnes travel staffing companies select from a national (and in some cases mtemauonal) ,

skilled labor pool and provide pre-screened candidates to their hospital and healthcare facility clients, often at a

lower cost than _per diem staffing. Historically, we have focused on the travel segment of the temporary
healthcare stafﬁng industry for our nurse and allied healthcare profeqsmna]s More recently, in the past few years
we have expanded our service offerings.to include assignment lengths of four weeks to 24 momhs in placing both
domestic and internationally trained healthcare professnonals '

Nurses. We provide medical nurses, surgical nurses, specialty nurses, licensed practical or vocational
nurses and advanced practice nurses in a wide range of specmlt]es for travel assignments throughout the United
States. We place our qualified nurse profcssmna!s with premier, nationally recognized hospitals and hospital
systems. The majority of our assignments are in. acute-care hospna]s 1ncludmg teaching institutions, trauma
centers and community hospitals.,Nurses comprise approximately ,90% of our nurse and allied healthcare
segment.of our business. We typically place the majority of our nurses on 13-week assngnmems with hospitals
and healthcare facilities, We, also offer a longer-term staffing solut:on typically of 12-18 ‘month assngnments
through our O'Grady Peyton International and RN Extend brands. While the majority of nurses that we place on
assignment have been educated and trained in the United States, we recruit English—speak’ing internationally

__tfained nurses from foreign countries through our O'Grady Peyton International brand. In addition, we offer a

shorter-term staffing solution under our NurseChoice ‘InDemand brand to address hospi;als’ urgent need for
registered nurses. NurseChoice InDemand is targeted to recruit and staff nurses who-can begin assignments
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within one to two weeks in acute-care facilities in contrast to the three to five week lead time that may be
required for travel nurses. Typical assignments are four to eight weeks and provide premium compensation
packages to nurses.

Allied Health Professionals. ‘We also provide allied health professionals under our Med Travelers brand to
acute-care hospitals and other healthcare facilities such as skilled nursing facilities, rehabilitation clinics and
schools. Allied health professionals include such- disciplines as -physical therapists, surgical technologists,
respiratory therapists, occupational therapists, medical and radiology technologists, dialysis technicians, speech
pathologists and rehabilitation assistants. Allied health professionals comprise approximately 10% of the total nurse
and allied health temporary healthcare professionals working for us.

Locum Tenens Staffing Segment

Under our Staff Care brand, we place physicians of all specialties and certified registered nurse anesthetists
(CRNA) on a temporary basis (locum tenens) as independent contractors with all types of healthcare
organizations throughout the United States, including hospitals, medical groups, occupational medical clinics,
individual practitioners, networks, psychiatric facilities, government institutions, and managed care entities.
These professionals are recruited nationwide and typically placed on multi-week contracts. Assignment length
ranges from a few days vp to one year, with an average assignment duration of eight weeks.

Physician Permanent Placement Services Segment

We provide permanent physician placement services under our Merritt, Hawkins & Associates brand to
hospitals, healthcare facilities and physician practice groups throughout the United States. Using a distinct
consultative approach that we believe is more client-oriented, we are paid for our services through a blend of
retained. search fees and variable fees tied to work performed and successful placement. Our broad specialty
offerings include over 70 specialist and sub-specialist opportunities including internal medicine, family practice
and radiclogy. '

 Offering Comprehensive Healthcare Staffing Solutions

We employ a focused marketing strategy for our hospital and healthcare facility clients and market and
administer the majority of our nursing services under the single corporate brand of AMN Healthcare. Our
physician, allied and international staffing services are marketed to our hospital and healthcare facility clients
under their respective brands.

The following chart depicts our comprehensive healthcare staffing capabilities and focus on critical staffing

needs: : ERAND FORTFOUO | cuncx Respose TAVL | UONGTERM | INTRAATONAL | PERMANEIT
: 4-8 WEEKS 13-26 WEEXS 9-12 MONTHS. 1324 MONTHS PLACEMENT
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National Presence and Diversified Hospital and Healthcare Facility Client Base

We offer healthcare professionals placement opportunities throughout the United States and provide staffing
solutions to our hospital and healthcare facility clients that are located throughout the United States. We typically
generate revenue in.all 50 states. During 2006, the largest percentages of our revenue were concemrated in
California, Arizona, Florida, Texas, Pennsy]vama and New York.

We had Iemporary healthcare profess:ona!s on assignment at over 2,000 different healthcare facnllty chents
at the end of 2006. The majority of our temporary healthcare professional assignments are at acute-care hospitals.
In addition to acute-care hospitals, we provide services to sub-acute healthcare facilities, physician groups;
dialysis-centers, clinics and schools. Qur clients include hospitals and healthcare systems such as Georgetown
University Hospital, HCA, NYU Medical Center, Stanford. Hospital and Clinics, UCLA Medical Center,: The |
University of Chicago Hospitals and Mayo Health System. No single client healthcare system comprised more
than 10% of revenue and no ‘;mg]e client facility comprised more than 3% of revenue for the year ended
December 31, 2006.

. . L 1 - ' ! ' LIS
Our Bt_lsiness Model ..
LU ] . A : N D

We have developed and continually refine our business model to achieve greater levels of productivity and

~ efficiency. Our model is designed to optimize the communication with, and service to, both our healthcare

professionals and our hospital and healthcare facility clients.

Marketing and Recruitment of New Healthcare Professionals
. We believe that physician, nursing and allied health- professionals are attracted to us:because of our
customer service and relationship-oriented approach, our competitive compensation and benefits package, -and
our-large and diverse offering of work assignments that provide the opportunity to work at'numerous attractive
locations throughout the United States. We believe that our multi-brand recruiting strategy makes. us more
effective at reaching a larger number of healthcare professionals.

In our effort to attract and retain highly qualified temporary healthcare professionals, we offer a variety of
benefits to our employed-professionals. These benefits may include: travel reimbursement; group medical, dental
and life insurance; referral bonuses; completion bonuses; 401(k) plan and dependent-care and medical
reimbursement; and free continuing education. Additionally, most of our temporary healthcare professionals are
offered free or subsidized housing while on assignment.

. Screening, Licensing and Quality Management
Through our quality management and assurance departments, we screen all candidates prior to placement,
and we continue to evaluate our temporary healthcare professionals after they are placed to ensure adequate
performance and manage risk,'as well as to determine feasibility for future placements. Qur internal processes are
designed to ensure that our healthcare professionals have the appropriate experience, credentials and skills for the
assignments they accept. Additionally, these processes enable us to provide licensing-and privileging services to
our physicians for temporary assignments. Our experience has shown us that well-matched placements result in
more satisfied bealthcare professionals and healthcare facility clients. ‘ ‘

Placement
_For our nurse staffing services, generally, orders are entered into cur information network by our hospital
account' managers and are ‘available to the recruiters at all of our recruitment brands. The hospital account
managers develop a relationship with the healthcare facility, arrange telephone interviews between the temporary

healtheare- professional and the hospital, and confirm offers and placements with the hospital or healthcare
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facility. At the same time, our recruiters seek to develop and maintain strong and lasting relationships with our
healthcare professionals.

In the case of our international temporary -healthcare professionals, the recruiters and placement
coordinators at our O'Grady Peyton International brand, including those located in the United - Kingdom,
Australia, South Africa,-India and Singapore, assist candidates in preparing for the ‘United States nursing
examination and subsequently obtaining a U.S. nursing license. These recruiters and other staff also assist our
international temporary healthcare professionals to obtain petitions to become lawful permanent residents prior to
their arrival in the United States. Our international temporary healthcare professionals are typically piaced on
longer-term, 18-month assignments as a result of our substantial investment in bringing them to work in the
United States. Near completion of the 18-month assignment, our recruiters will’ work with these temporary
. healthcare professionals to explore their options for new assignments.

For the locum tenens staffing and physician permanent placement services segments, orders for temporary
physicians or permanent placement requesis are generated by our national marketing team. Our national presence
and infrastructure enable us to provide physicians with a variety of attractive client locations, perquisites and

" opportunities for career development. Our recruiters and account representatives work together using proprietary
information systems to fill orders and schedule physicians on temporary assignments. Our permanent placement
recruiters work closely with our clients. and marketing team to recruit and fill permanent placement requests. We
also have the ability to cross-sell our permanent placement and temporary placement services to our clients.

Hospital Billing ) .

To accommodate the needs of our healthcare facility clients, for temporary healthcare professional staffing,
we offer two .t);pcs of billing: hours and days worked contracts and: flat fee contracts. During 2006, we billed
approximately 98% of nurse and allied healthcare segment services based on hours and days worked contracts
and approximately 2% based on flat rate contracts, and we ‘billed substantially all of the working temporary
physicians based on hours and days worked contracts.

Hours and Days Worked Contracts. Under hours and days worked contracts, the temporary healthcare
professional is either our employee for payroll and benefits purposes or an independent contractor typically paid
directly by us on behalf of the hospital and healthcare facility clients. Under this arrangement, we bill our
hospital and healthcare facility clients at an hourly or daily rate that effectively includes reimbursement for
recruitment fees, compensation and any benefits for the temporary healthcare professional and any applicable
employer taxes.- Housing or travel expenses are either included in the rate or billed separately. Overtime, shift
differential and holiday hours worked are typically billed at a premium rate. In turn, we pay the temporary
healthcare professional’s wages or contracted fees, housing and travel costs and any benefits. Providing payroll
services is a value-added and convenient service that hospitals and healthcare fac111t1cs generally expect from
their supplemental staffing sources.

- Flat Rate Contracts. With flat rate contracts, the temporary healthcare’ professional . is- compensated
~directly 'by the hospital or healthcare facility. We bill the hospital a- “flat” weekly rate that includes
reimbursement for recruitment fees, temporary healthcare professmnal benefits. and typlcally housing expenses;
which may be billed separate}y : ) : : : .

lnformatmn Systems

Our management information and communications systems, including our financial reporting systems, are
primarily centralized and controlled in our corporate headquarters in San Diego, CA, with additional systems for -
our physician businesses centralized and controlled at our.offices in Irving, TX. We have developed and
currently operate proprietary information systems that include integrated processes for. healthcare professional
and healthcare facility contract management, matching of healthcare professionals with client assignments,
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healthcare professional file submissions for placemenis, quality management tracking, managing compensation
packages and managing healthcare facility contract and billing terms. These systems provide our staff with fast,
detailed information regarding individual healthcare professionals and hospital and healthcare facnllty clients
and are scalable to support future business growth.

Risk Management

We have developed an integrated risk management program that focuses on loss analysis, education and
assessment in an effort to reduce our operational costs and risk exposure. We regularly analyze our losses on
professional liability claims and workers compensation claims to identify trends. This allows us to focus our
resources on those areas that may have the greatest impact on us and adjust our sales and operational approach to
these areas. We have also developed educational materials for distribution to our temporary healthcare
professionals that are targeted to address specific work-injury risks and documentation of clinical events.

In addition to our proactive measures, we engage in a review process of incidents involving our healthcare
professionals. Upon notification of a healthcare professional’s involvement in an incident that may result in
liability for us, the healthcare professional’s actions are reviewed and a prompt determination is made regarding
whether the healthcare professional will continue the assignment and whether we will place him/her on future
assignments. We also rely on our hospital and heaithcare facility clients and the state professional associations’
investigation of incidents involving our healthcare professionals in determining continued and future
assignments.

Regulation

The heatthcare industry-is subject 10 extensive and complex federal and state laws and regulations related to
professional licensure, conduct of operations, paymemt for services and payment for referrals. Our business,
however, is not directly impacted by or subject to much of the extensive and complex laws and regulations that
generally govern the healthcare industry. The laws and regulations that are directly applicable to our hospital and
healthcare facility . clients could indirectly impact our. business to a certain extent; but because we, provide
services on a contract basis and are paid directly by our hospital and-healthcare facility clients, we.do not have
any direct Medicare or managed care reimbursement risk.

Somé states require state hcemure for businesses that emp!oy, assngn andlor place healthcare personnel to
prowde healthcare services at hospnals and other hcalthca:e facilities, We are currently licensed in states that
require such llcenses and take measures to ensure compliance with all material state licensure requirements. In
addition, we received our JCAHO Corporale Certification for AMN Healthcare and the nurse brands. of
American Mobile Healthcare, Medical Express, NursesRx, Preferred Healthcare Staffing and NurseChoice based
on a review of our compliance with national standards. We were the first healthcare staffing firm in the country
to receive the prestigious JCAHO Certification as a corporate system with multiple staffing sites. In January
2007, our international staffing brand, O’Grady-Peyton International, Inc., also received its JCAHO staffing
certification.

Most of the temporary healthcare professionals that we employ or independently contract with are required
to be individually licensed or certified under applicable state laws. We take prudent steps to ensure that our
healthcare professionals possess all necessary Ilcenqes and cemﬁcatlons

We recruit nurses from Canada for placement in the United States. Canadian nurses can come to the United
States on TN Visas under the North American Free Trade Agreement. TN Visas are renewable, one-year
temporary work visas, which generally allow entrance into the United States provided the- nurse presents at the
border proof of waiting employment in the United States, evidence of the.necéssary healthcare practice licenses
and a visa credentials assessment from the Commission on Graduates of Foreign Nursing Schools.

_ With respect 1o our recruitment of international temporary healthcare professionals through-our O’Grady
Peyton International brand, we must comply with certain United States immigration law requirements, including
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the Illegal Immigration Reform and Immigrant Responsibility Act of 1996.- We primarily bring healthcare
professionals to the United States as immigrants, or lawful permanent residents (commonly referred to as “‘green
card” holders). We screen foreign. healthcare professionals and assist them in preparing for the national nursing
examination and subsequently obtaining a U.S. nursing license. We file petitions with the United States
Citizenship and Immigration Service for a healthcare professional to become a permanent resident of the United
States or obtain necessary work visas. Such pelitions are accompanied by proof that the healthcare professional
has cither passed the Commission on Graduates of Foreign Nursing Schools Examination or holds a full and
unrestricted state license to practice professional nursing, as well as a contract between us and the healthcare

professional demonstrating that there is a bona fide job offer.

Employees

As of December 31, 2006, we had approximately 2,000 corporate employees. During the fourth quarter of
2006, we had an average of over 7,000 nurse and allied healthcare professionals working on assignment, and
days filled by our physician and CRNA independent contractors totaled 49,651. Days filled is calculated by
dividing the physician independent contractor hours filled during the period by eight hours.

Additional Information

We maintain a corporate website at www.amnhealtheare.com/investors. Our Annual Reports on Form 10-K,
Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and amendments to these reports, are made

, available, free of charge, through this website as soon as reasonably practicable after being filed with or

furnished to the Securities and Exchange Commission. The information found on our webslte s not part of this or
any other report we ﬂle wuh or fumlsh to the Securmes and Exchange Commission.

Item 1A. Risk Factors

The following risk factors should be read carefully in connection with evaluating us and the forward-looking
statements contained in this Annual Report on Form 10-K. Any of the following risks could materially adversely
affect our company, operating results, financial condition and the actual outcome of matters as to which forward-
looking statements are made in this Annual Report on Form 10-K. Certain statements in “Risk Factors™’
constitute “forward-looking statements.” Our actual results could differ materially from those projected in the
forward-looking statements as a result of certain factors and uncertaintiés set forth below and-elsewhere in this
Annual Report on Form 10-K. See “ltem 7. Management’s Discussion and Analysis of Flnanmal Condmon and
Results of Operations—Special Note Regarding Forward- ]_zooklng Statemems ’

If we are unable to continue to recruit and retain healthcare professionals for our healthcare staffing
business at reasonable costs, it could increase our operating costs and negatively impact our business.

We rely significantly on our ability to recruit and retain healthcare professionals who possess the skills,
experience and licenses necessary to meet the requirements of our hospital, healthcare facility. clients and
physician practice groups. We compete for healthcare staffing personnel with other temporary healthcare staffing
companies and with hospitals, healthcare facilities and physician practice groups based on the quantity, diversity
and quality of assignments offered, compensation packages and the benefits that we provide to our healthcare
professionals. We rely on our human capital intensive, relationship-orented approach and national infrastructure
to enable us to compete in the permanent physician staffing business. We must continvally. evaluate and expand
our temporary and permanent healthcare professional network to serve the needs of our hospital, healthcare
facility clients and physician practice groups. . . S .

Currently, there is a shortage of qualified nurses and certain allied healthcare professionals in the United
States, significant competition exists for these personnel, and salaries and benefits have risen. We may be unable
to continue 'to increase the number of temporary and permanent healthcare professionals that we recruit,
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decreasing -the potential for growth of our business. Our ability to recruit and retain temporary and permanent
healthcare profes.isionals,depends on several factors, including our ability to provide our healthcare professionals
with assignments and placements that they view as attractive and to provide our temporary healthcare
professionals with competitive wages and benefits, including health insurance and housing. We cannot assure
you that we will be successful in any of these areas as the cosis of attracting healthcare professionals and
providing them with attractive benefit packages may be higher than.we anticipate, or we may be unable to pass
these costs on to our hospital and healthcare facility clients. If we are unable to increase the rates that we charge
our-hospital and healthcare facility clients to cover these costs;.our profitability could decline. Moreover, if we
are unable to recruit temporary and permanent healthcare professionals, the quality of our services to our hospital
and healthcare facility clients may decline and, as a resuh, we could lose clients. : ‘

Qur operations may deteriorate if we are unable to continue to attract, develop and retain our sales and
operations personnel. .

Our success is dependent upon the performance of our sales and operations personnel. The number of
individuals who meet our qualifications: for these positions is limited, and we may experience difficulty in
attracting qualified candidates. In addition, we commit substantial resources to the training, development and
support of our personnel. Competition for qualified sales personnel in the line of business in which we operate is
strong, and there is a risk that we may not be able to retain our sales pcrsonnel after we have expended the time
and expense 10 recruit and train them, :

vt T ar -
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We opérate ih_'a highly competi_tive market and our success depends on our ability to remain'cbnipetitive
in obtaining and retaining hospital, healthcare facility and physician practice group clients and
demonstrating the value of our services,
- The temporary healthcare staffing businéss is highly competitive. We compete in national, regional and
local markets with.full-service staffing companies, specialized temporary staffing agencies and hospital systems

that have dcvcloped their own interim staffing pools. Some of our competitors in the temporary nurse and locum -

" tenens staffing sectors include Cross Country Healthcare, InteliStaf Healthcare, CHG Healthcare Services, Inc.,
On Assignment, and Medical Doctor Associates. :
P ' ' ' . .
- We believe that-the primary competitive factors in-obtaining and retaining hospital, healthcare facility and
physician practice group clients are identifying qualified healthcare professionats for specific job requirements,
providing qualified employees in a timely manner, pricing services competitively and effectively monitoring. the
. _|0b performance of.our employees and independent contractor professionals. Competition for hospital, healthcare
*facility and physician practice group clients and temporary-and permanent healthcare professionals may 1ncrease
in the future‘due to these factors or a shoitage of qualified healthcare professionals in the marketplace and, as a
result, we may not be able to remain competitive. To the extent competitors seek to gain or retain market share
by reducing prices or increasing marketing expenditures, we could lose revenue or clieﬁtsgnd our margins could
decline, which could seriously harm our operating results'and cause the price of our stock to decline. In addition,
the development of alternative recruitment channels could lead “our clients to- bypass our services, which would
alqo cause revenue and margms 1o dcclme -

- gu_ 4 ‘.. . . N 43 Lt

Our business depends upon our ablhty to secure and fill new orders from our hospltal healthcare facmty
and physician practice group clients because our temporary healthcare staffing business does not have
long-térm, exclusive or guaranteed contracts with them, and economic conditions may adversely lmpact
the number of new orders and contracts.we réceive. : : : :

! s .. . — L L
f . . ¥ i .

CWe generally do not have long-term, excluswe or guaranteed order con[racts for temporary healthcare.

stafﬁng with-our hospital, healthcare facility and physician practice group clients. The success of-our busmese 18
dependent upon cur ability to continually secure new contracts and orders from hospitals, healthcare facilities
and physician practice groups and to fill those orders with our temporary healthcare professionals. Qur hospital,

12 .
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healthcare facility and physician practice group clients are free to award contracts.and- place orders with our
competitors and choose to use temporary healthcare professionals that our competitors offer them. Therefore, we
must maintain positive relationships with our hospital, healthcare facility and physician practice group clients. If
we fail to maintain positive relationships with our hospital, healthcare facility and physician practice group
clients or are.unable to provide a cost-effective staffing solution, we may be unable to generate new temporary
healthcare professional orders and our business may be adverse]y affected.

Some hospitals and healthcare facility clients choose to outsource this contract and order function to staffing
associations owned by member healthcare facilities or vendor management service companies that may act as
intermediaries with our client facilities. These organizations may impact our ability to obtain new clients and
maintain our existing client relationships by impeding our ability to access and contract directly with healthcare
facility clients. We may also experience pricing pressure or incremental fees from these organizations that may
negatively impact our revenue and profitability.

Additionally, some of our hospital and healthcare facility clients are state and federal government agencies,
where our ability to compete for new contracts and orders may be affected by government legislation or policy.

" Depressed economic conditions, such as increasing unemployment rates and low job growth, could also
negatively influence our ability to secure new orders and contracts from clients. In times of economic downturn,
permanent healthcare facility staff may be more inclined to work overtime and less likely to leave their-positions,
resulting in fewer available vacancies and less demand for our services. Fewer placement opportunities for our
temporary healthcare professionals impairs our ability to recruit: and place” both temporary and permanent
placement healthcare professionals and our revenues and profitability may decline as a result of this constricted
demand and supply.

The demand for our services, and therefore the profitability of our business, may be adversely affected by ‘
changes in the staffing needs due to fluctuations in hospital admissions or staffing preferences of our
healthcare facility clients. : : ' v “

Demand for our temporary heaithcare staffing services is affected by the staffing needs and preferences of
our healthcare facility clients, as well as by fluctuations in patient-occupancy at our client healthcare facilities
due to economic factors and seasonal fluctuations that are beyond our contrel. Hospitals in certain geographical
regions experience significant seasonal fluctuations in admissions, and must be able to adjust their staffing levels
to accommodate the change in patient census. Our healthcare facility clients may choose to use temporary staff,
additional overtime from their. permanent staff or add new permanent staff in order to accommodate changes in
their staffing needs. Many healthcare facilities will utilize temporary healthcare professionals to accommodate an
increase in hospital admissions. Alternatively, if hospital admissions decrease,- the*demand for our temporary
healthcare professionals may decline as healthcare facility clients typically will reduce their use of temporary
staff before reducing the workload or undertaking layoffs- of their regular employees. In addition, we may
experience more compelitive pricing pressure during periods of patient occupancy and hospital admission
downtums, negatively impacting our revenue and profitability.

The ability of our hospital, healthcare facility and physician practice group clients to retain and increase
the productivity of their permanent staff may affect the demand for our services. :

If our hospital, healthcare facility and physician practice group clients retain and increase the productivity of
their permanent staff, their need for our services may decline. Higher permanent staff retention rates and
increased productivity of permanent staff members could result in increased efficiencies, thereby reducing the
demand for both our temiporary staffing and permanent placement servtces which could negatively impact our
revenue and proﬁtablllty . . . . ‘ 5




We operate in a regulated industry and changes in regulations or violations of, regulattons may resultin .,
increased costs or sanctions that could reduce revenue and prof‘ tability and may impact our ablllty te -
grow and operate our busmess ;- - . -, S i,
3 C _ S -
The healthcare industry is subject to extensive and complex federal and state laws and regulations related to
professicnal licensure, conduct of opera'tions, costs and payment for services and payment for referrals. ., ..

Our business is generally not subject to the extenswe and complex 1aws that -apply. to our hospital,’

healthcare facrhty and physician practice group clients, including laws related to Medteare Medtcald? and other

< federal and state healthcare programs. However, these, laws and regulattons could 1nd1rectly affect the demand or
= the prices paid ‘for our services. For example our hospttal healthcare facility and phy51c1an practtce group clients

could suffer civil and criminal penalties and be excluded from participating in Medtcare Medicaid and other

: healthcare programs if they fail to comply with the laws and regulattons app_ltcable to thetr busmesses.

%

In addition, our hospital, healthcare faclltty and physn:tan practtce group chents could ‘Teceive reduced

" reimbursements, or be excluded from coverage, because of a change'in the rates or condttlons set by federal or
state governments In tum vrolahons of or changes to these laws and regulatlons that” adversely affect our
hospltal healthcare fac111ty and physician practtce group c]tents could also adversely affect the prlces andr
"demand for our services. For example legrslahon in, Massachusetts limited the’ hourly rate patd to temporary
nursing agencies for-registered nurses, licensed pracltcal nurses and; certlﬁed nurses aides. While our Service
offenngs are: exempt in part, from this regulatlon similar regulattons may be enacted 1n other states in whtch we .
operate; and as a result: revenue "and margins could decréase. Furthermore ‘third party payers such as federal and
state govemment and health matntenance organizations, 51gn1ﬁcantly |mpact the prices charged for medlcal care.,
Failure by hospttals hiéalthcare facilities and physician practiée groups to obtain full’ retmbursement from ‘those |

third party. payers could feduce the demand’ or the price, patd for our servnces or result in some facrllttes

‘cessatlon of busmess . . . . ‘

4 . . * .. ' . L PR VN . Sy A

‘We are also’sibject- to_cértdin laws and’regulations applicable to healthcaré $taffing dgencies and: general

' emporary staffing services. Like all employers, we must also comply with various* laws and regulattons relaung-'

to pay practlces workers compensatlon and, 1mm1gratton As we-continue 10 grow,, we bélieve that we are more
likely wbea target of challenges to our pay practices, such as challenges to our employee clasmﬁcanons under

the' Fair Labor Standards ‘Act or similar state” laws. There is a risk that we-could be SUbjEC[ to ‘payment of -
* additional - wages, msurance ahd employment and ‘payroli related taxes if certain"of our: corporate employees

classified. as exempt " from overtime and minimum wage requ1rements are re-classified as non- exempt from
overtime ‘and-minimum wage. requtrements Because of the nature of our business, the tmpact of thesé laws'and
regulauons may have a more pronounced effect on‘our busmess These laws and regulanons may also tmpede our
ability to grow our operattons

T O “re . . f £

B We prtmanly draw our supply of healthcare professmnals from the Umted States, but international supply

channels have represented a small but growing temporary nurse supply source. Our contmued utilization of this’

international supply channel is reliant upon an increase or exemption’ from current permanent |mmtgrant visa
quotas: As a result of these quotas, there is roughly a four-year delay for-nurses from certam countries, such as
lndta and the Phtltpptnes to enter into the Umted States ona permanent immigrant visa.”

Addmonally, -we have 1ncurred and will continue to incur additional legal and accountmg expenses related
to comphance with corporate governance and disclosure. standards .implemented by the Sarbanes-Oxley Act of
2002, the rules ‘of the New York Stock Exchange and regulations of the Securities and Exchange Commission,
including; the 2006 Execuitive Compensatton and Related Person Disclosure “rule making and the Financial
Accounting Standards Board (FASB) issued interpretation I no. 48, Accounting for Uncertainty in Income Taxes-

an interpretation of FASB Statement No. 109 (FIN 48). Regulations promulgated in connection with Section 404

~ of the Sarbanes-Oxley Act of 2002 require an annual and quarterly review by management-and evaluation of our

internal control systems, in addition to. an annual-auditor attestation of the effectiveness of these systems, which
cornmenced w1th our fiscal year ended on_ December 31, 2004. If we are found-in 'non- compllance :with these

il
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. renew existing accounts on economlcally favorable terms.

laws and regulations, damages! civil and criminal :penalties, injunctions and cease and desist orders may be
imposed, which would negatively impact our business and operations. The increase in costs necessitated by
compliance with the laws and regulations affecting our business reduces our overall profitability, and reduces the
assets and resources available for utilization in the expansion of our business operations,

Our profitability is impacted by our ability to leverage our cost structure,

We have techrlology', operations and human capital’ infrastructures to support our existing business and
contemplated growth. In the event that our business does not grow at the rate that we had anticipated, our
inability to reduce these costs would i impair our profitability. Addmonally, if we are not able to capitalize on thrs )
infrastructure our edrnmgs growth rate will be impacted. )
The variation in pricing of the healtheare facility contracts under which we place temporary and
permanent healthcare professio_nsitls impacts our profitability.

The pricing of our contracts with hospitals, healthcare facilities and ‘physician précticé groups may vary

* depending on circumstances, mcludmg geographic location, economic conditions and supply and demand factors.

These pricing vanables impact our gross margin and could result in décreased proﬁtabﬂlty lf we are unable to

1

We may not be able to su_ccessfully i_mplement our strategic growth, acquisitidn and integration strategies.

An effective growth management strategy is necessary to organically grow our current operatrons and if we

" do not Successfully execute on this growth strategy, our profitability could decline. We continue to explore

strategic acquisition opportunities to supplement our organic growth strategy Our acqulsmon and mtegratron
strategy involves s1gmf'1car1t risks and uncertainties, 1nclud1ng appropnate valuation of target compames the
acquired personnel and corporate cultures into our business, the potentral loss of key employees or customers of
acquired companies, and the diversion of management attention from existing operations. We may not be able to
fully integrate the operations of the acquired businesses with our own in an efficient and cost- effective manner.
Acquisitions may also require significant expenditures of cash and other resources and assumption of debt’ that
may ultimately negatively impact our overall financial performance. ‘ e e

Difficulties in rnaintaining our management information and communications systems may negatively
impact our business operations and as a result, our financial performance. .

Our ability to deliver our s.taff_mg services to our hospital, healthcare facility and physician praetice group
clients and manage our internal systems depends to a large extent upon our access to and the performance of our
management informatton and communications systems. These systems also maintain accounting and financial
information, which we depend upon to fulfill our financial reporting obligations. If these systems do not
adequately support our operations, these systems are damaged or service is disrupted or if we are required to
incur significant additional costs to repair, maintain or expand these systems, our business and financial results
could be materially adversely affected. Although we have risk mitigation measures, these systems, and our access
to these systems, are not impervious to floods; fire, storms, or other natural disasters or service 1nterrupt1ons and
the loss of systems information could result in dtsruption to our business. .

The challenge to the classrﬁcatlon of certain of our healthcare professronals as independent contractors .’
could adversely impact our proﬁtabrlrty S :

Although it is general industry standard to treat certain healthcare. professionals, such as physicians, as
independent contractors, there is a risk we could be subject to additional wage and insurance claims, and
employment and payroll-related taxes if federal or state taxing authorities re-classify our independent contractor
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physicians and certified  registered nurse anesthetists as employees, which would significantly reduce our
profitability. In addition, many states have laws which prohibit non-physician owned companies from employing
physicians, referred to as the “corporate practice of medicine.” If our independent contractor physicians are
classified as employees, we could.be found in violation of staté laws that prohibit the corporate practice of

medicine; which would have a substantial negative impact on our proﬁlabllny
t

The impact of medical malpractice and other claims asserted agamst us cuuld SubJect us to substantlal
liabilities. ‘ . '

"In recenl years our hospnal healthcare facility and physrcran pracuce group chent‘; are subject to a number
of legal actions alléging malpractice or related legal théories. Becatse our émporary and permanent healthcare
professronals provide medical care and we recruit and assist in credentialing of these healthcare professionals,
claims may be brought agamsl us and our healthcare professionals relating to the recruitment and qualification of
these healthCare professionals and the quah[y of medical care provnded by our temporary healthcare professronals
while on assignment or after placement at our hospltal, healthcare’ facility and physician practice group clients.
We and the healthcare professional are at times named in these lawsuits regardless of our contractual obligations,
the competency.of the healthcare professional, the standard of care provided by the healthcare professional or the
quality of service.that we provided. In some instances, we are required to indemnify hospital, healthcare facility

~ and physician practice group clients contractualty.against some or all of these potential legal actions. ..

Also, because ‘sor:ne ‘of our temporary healthcare professionals are our employees, we may be-subject to
various employment claims and contractual disputes regarding the terms of a temporary healthcare professional’s
employment. Because we are in the business of placing our temporary healthcare professionals in the workplaces
of other companies, we are-subject to possible claims, by, our temporary. healthcare- professionals- alleging
discrimination, sexual harassment and other similar activities by our hospital and healthcare facility clients or
their agents. We maifitain a policy’ for empioymem practices coverage. However, the cost of defending such
claims, even if grouidless, could be subsiantial and the associated negative pubhc1ty could adverse]y affect our
ablhty to attract, retain and place quahﬁed 1nd1v1dua]s in the future Coe ’

LA . FI . L Y

We maintain’ various types of i insurance coverage, including professronal llabrlny. workers compensation
and employment practices, through insurance carriers, and we also self-insure for these ‘claims through accruals
for retention reserves. 'We may experience increased insurance costs and reserve accruals and may not be able to
pass on all or any portion of increased insuranceé costs to our hospital, healthcare.facility and physician: practice
group clients, thereby reducmg our proﬁtablhty Our insurance coverage and reserve accruals may nol be
sufficient to cover all claims’against us, and we may be exposed to substamlal hablhtles Lt o

.

Ter:rorlst threats or attacks may dlsrupt or adversely afl‘ect our busmess operatrons.
. ) o "

Our buqmess operations may be interrupted or adversely impacted in the United States and abroad in the
event of a terrorlst attack or heightened secunly alerts, Our temporary healthcare professronals may become
 reluctant to trave] and may decline assignments based upon the percelved risk of terrorist acllvny, which would
reduce our revenue and proﬁtabrhty In addition, terrorlst actmty or threats may 1mpede our ai:cess 1o our
management and informationsystems resultmg in“loss of' revenue We 'do not maintain msurancc coverage
against terrorist attacks.

If we are unable to carry out our business strategy, our profitability could be negatively impacted.

Our success is dependent on our ability to execute our business strategy, which necessarily involves the
successful operation of a number of integral components and business objectives. Our ability to execute these
business objectives is dependent upon a sufficient cash flow and capital structure to support the business. If we
are unable to access credit-on-commercially reasonable terms or our cash flow is exgmﬁcamly impaired, our
profitability.could be negatively impacted. : .
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The loss of key officers and management personnel could adversely. affect our ability to remain
competltlve.

We belleve that the success of our business strategy and our ability to maintain our recent levels of
proﬁtablhty depends on the continued employment of our. senier management team. We have employment
agreements only with Susan R. Nowakowski, our President and Chief Executive Officer, and two non-executive
officers. If these individuals or members of our senior management team become unable or unwilling to continue
in their present positions, our business and financial results could be adversely affected. :

We have a substantial amount of geodwill on our balance sheet that may have the effect of decreasing our
earnings or increasing our Iosses in the event that we are required to recognize an impairment to goodwill.

As of December 3l 2006, we had $240.7 million of unamortized goodwill on our balance sheet, which
represents the excess of the total purchase price of our acquisitions over the fair value of the net assets acquired.,
At December 31, 2006 goodwﬂl represented 38.7% of our total assets.

SFAS No. 142, Goodwill and Other Intangible Assets, requires that goodwill not-be amortized but rather
that it be reviewed annually for impairment. In the event impairment is identified, a charge to earnings would be
recorded.” Although an impairment charge to eamings for goodwill would not affect our cash flow, it would
decrease our earnings or increase our losses, as the case may be, and our stock price could be advérsely affected.
We have reviewed our goodwill for impairment in accordance wuh the prov1srons of SFAS No. 142, and have
not 1dent1ﬁed any lmpalrment o goodwill. :

We have a substantial accrual for self-insured retentions on our balance sheet, and any 51gmﬁcant adverse
adjustments in these accruals may have the effect of decreasing our earnings or increasing our losses.

. We maintain accruals for self-insured retentions for professional liability, health insurance, workers
compensation and other employment practices related matters on our balance sheet. Generally, increases to these
‘accruals do not immediately affect our cash flow, but;la' significant increase to; these self-insured retention
accruals may decrease our earnings. We determine the adequacy of our self-insured retention accruals by
evaluating our historical experience and trends, related to both insurance claims and payments, information
provided to us by our insurance brokers, attorneys and third party administrators, as well as industry experience
and trends. If such information indicates-that our accruals are overstated or understated, we reduce or provide for
additional accruals, as appropriate. 2 : © :

Due to changes in accountmg rules, we are now incurring significant stock based compensatlon charges
related to share-based payment awards.

In December 2004, the Financial Ac'counting Standards Board published Statement of Financial 'Accounting
Standards No..123R, which requires us 10 measure all share-based payment awards, including stock options and
other’ stock-based compensauon awards using a fair-value method and (6 record such expense in the
consolidated statements of operauons This change was reflected in the presentation of our condensed
consolidated- ﬁnancral statements for fiscal 2006 and reduced our diluted earnings per share’ by SO 12. The
adoption of this standard has had and will continue to have a negafive 1mpact on our consohdated net income
and earnings per share.

Item 1B. Unresolved Staff Comments
None.
Item 2.  Properties : . o ,

4

We believe that our leased space is adequate for our current needs. ln addmon we beheve that adequate
space can be obtained to meet our foreseeable busmess needs ln accordance with, and as required by, the terms
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of our Credit Agreement, we have pledged substantially.all of our assets and properties to our lenders under our

Credit Agreement to secure our obligations thereunder. Our principal leases as of December 31, 2006 are

identified in the chart below: .

Location " Square Feet
San Diego, California (corporate headquarters) . .................ovvoin.. 175,672
Irving, Texas ..., .......oo00. [ U 154,315
' Huntersvnlle North Carolina............. R 30,870
Ft. Lauderdale, Florida .................... B e 25,408
Westminster, Colorado .. ... .. . ... . 19,427
Salt Lake City, Utah ... ... ... . i 13,347
Atlanta, GeOTZia . ... .. . e 13,302
Irvine, California ....... PP 6,165
Birmingham (United Kingdom) ...................... e P 5,001
Savannah, Georgia ............ e e e e e e e . ~ 4,780
London (United Kingdom) .. ... ... ... ... ... ... ... ............. ? 4,398
Bangalore (India) ............. ... .. ...... e e 3,305

Sydney (Australia) ..... e e 2,734

Item 3. rLegal Proceedings
.. . . F A .

We are subject to various claims and legal actions in the ordinary course of our business. Some of these
matters include professional liability, tax, payroll and employee-related matters and inquiries and investigations
by governmental agencies regarding our employment practices. We are not-aware of any pending or threatened
litigation that we believe is reasonably likely to have a material adverse effect on our results of operations,
financial position or llqmdlty . o ' s

Our hospital ‘healthcare facility and physician practice clients may also become subjé&i to claims,
govemmemal mqumes and investigations and: legal actions to which we may become a party relating to services
provided by our profesmonals From timé to time, and depenclmg upon 'the pamcular facts and circimstances, we

‘may be subject to, lndemmﬁcauon obllgauons under Our contracts’ with our hospital,” hea]lhcarc facnllty and

physician practice clients relatmg to these matters At thls time, we are not aware of any such pending or
thréatened’ lmganon that we bélieve lS reasonably likely to have a material adverse effect on our results of
operanons f'mancnal posmon orllquldlty )

I_tem 4. . Submzsswn of Matters ta a Vare of Secunty Holders - L

No matters weré submitted to a vote of security holders during the fourth E]uilﬁér of fiscal 2006.

.




o 2006 2005 and 2004 is provrded in our consolidated financial statements in this Annual Report on Form 10-K in

‘PART II -

Item 5. Market for Regislrarrt’s Common Equity, Related Stockholder Matters and Issuer Purchases of -
Equity Securities

-

Our common stock has traded on the New York Stock Exchange under the symbol “AHS” since our initial
public offering on November 13, 2001, Prior to that time, there was no public trading market for our common
stock. The following table sets forth, for the periods indicated, the high and low sales prlces reported by the New
York Stock Exchangc

Sales Price
High - - Low

Year Ended December 31, 2005 _ _

First Quarter :.........c...c.iiiiiiiiniiiin, e © $16.85 "$12.85

SecondQuarter ............. . ... ... ., e $16.55 " 51362

Third QUarer .. ... ... ©$17.46  $14.85

Fourth Quarter . ... ... ... ... ... $20.73 $14.73
Year Ended December 31, 2006 ) t

FIrsUQUATET . .o e e e e et e $2139  $17.75 '

Second Quarter ... ......... S PR, $2190 $17.28

Third Quarter . .... 0% ...... i e S ... %2494 $19.36.

FourthQuarter " ........... ... ... it e $28:33  $23.34.

'As of March 7, 2007, there were 34,673,461 shares of our common stock issued anﬂ'outsianding that were
held by stockholders of record. On March 7, 2007, the last reported sale price of our common slock on the New
York Stock Exchange was $2l 42 per share, :

H ¢ "

‘On November 2, 2005, we issued 2.3 mllhon shares of common “stock in connecuon wuh our acqursmon of
MHA, and we issued an addltlonal 0.7 million shares on March 9, 2006 for paymem of earn-out amounts as
provided -in the acquisition” agreement. The issuance. is cxempl from the reglslranon requirements of the
Securities Act of 1933,.as amended (the “Securities Act™), pursuant t0 Sectlon 4(2) thereof and Regulanon D
promulgaled thereunder (¢ Regulauon D), based upon representations | that we havc obtamed from each MHA
. sharcho]der receiving such shares 1ncludmg that such shareholder is an “accteditéd investor” as such term is
defined in Rule 501(a) of_ Regulatlon D. On March 10,.2006, we filed a reglstranon statement on Form §-3 to
register the 2.3 million shares of.common stock in corinection “with our acquisition of MHA and the additional
0.7 million shares for paymcnt of lhe earn- -out amounts as provrdcd in the acqumuon agreement. - D

" We have not paid any dwrdends in the past and curremly do not expect 1o pay cash dividends or make any
other distributions in the future. We expect to retain our future earnings, if any, for use in the operation and™
expansion of our business. Any future determination to pay -dividends will be at the drscretlon of our board of
directors and will depend upon our financial condition, results of éperations, capital requirements and such other
factors as our board deems relevant. [n addition, our ability to declare and pay dividends on our common stock is
subject to covenants in our credit facility. See “Ttem 7. Management’s Discussion and Analy51s of Fmancral .
" Condition and Results of Operations—Liquidity and Capital Resources.”

Additiona] informalion regarding our stock option plans and plan activity for the years ended December 31,

“Notes to Consolidated Financial Statements, Note 10 Stock- Based Compensation” and is incorporated herein by
reference to our Proxy Slalement under the headmg ‘Equity Compensation Plan Information at December 31,
2006" to be distributed in connection with our. Annual Meeting of Stockholders to be held on April 18, 2007.
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Performance Graph

This performance graph shall not be deemed "filed” with the SEC .br subject to Section 18 of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”), nor shall it be deemed incorporated by reference in
any of our ﬁlings under the Exchange Act or the Securities Act of 1933, as amended.

The graph below compares the total stockholder return on our Common Stock with the total stockholder
return-of (i) thc New York Stock’Exchange (“NYSE"Y Compomtc Index, (11) the Dow Jones US Health Care
Providérs Index (“HEA"), and (iii) the Dow Jones Business Training & Employment Agencies Index (“BTEA™),

assuming an investment of $100 on November 13, 2001 (the first day of tradmg in our common stock)-in our .

Common Stock, the stocks comprising the NYSE Market Index, the stocks’ Compmmg the HEA, and the stocks
comprising the BTEA. B L

We have historically included the HEA as our peer group index. During 2006, we determined that the BTEA
industry classification more closely reflects our peer group as it includes numerous heaithcare staffing companies
including several of our direct competitors. For comparison, we have included both the HEA and BTEA in the
graph beIow and in future periods we will disclose on!y the BTEA as our peer group index.

COMPARISON OF5 YEAR CUMULATIVE TOTAL RETURN*

Among AMN Healthcare Services, Inc., The NYSE Composite Index,
The Dow Jones US Health Care Providers Index
And The Dow Jones Business Traning & Employment Agencies P
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Item 6.  Selected Financial Data

The selected financial and operating data presented below should be read in conjunction with “Item 7.
Management’s Discussion and Analysis of Financial Condition and Resvlts of Operations” and “Item 8.
. Financial Statements and Supplemental Data™ appearing elsewhere in this Annual Report on Form 10-K. Our
- statements of operations data for the years ended December 31, 2006, 2005 and 2004, and the balance sheet data
at December 31, 2006 and 2005 are derived from, and are qualified by reference to, the audited financial
statements included elsewhere in this Annual ‘Report on Form 10-K, The slalemems of operations data for the
years ended December 31, 2003 and 2002 and the balance sheet data at December 31, 2004, 2003 and 2002 are
. derived from our audited financial statéments that do not appear herein. Because of our acquisition of MHA in
November 2005, the consolidated statement of operations for the year ended December 31, 2005 only includes
the results of operations of MHA since the date of acquisition. Our historical results are not necessarily indicative
of our results of operations to be expected in the future.

Consolidated Statements of Operations:
Revenue ........... ... ..
Cost of revenue ...... e

Gross profit ................ [P

Operating expenses:
Selling, general and administrative .. . ..
Depreciation and amortization ........

Total operating expenses .. ...............

Income from operations .................
Interest expense (income), net . ........

Income before income taxes ..............
Income tax expense .....................

Netincome ...........................

Net income per common share:

Basic ........ ... ... ... ... A

* Diluted .......... [

Weighted average common shares outstanding:

BasiC . ivii e )

Diluted ......... e

Consolidated Balance Sheet Data:

Cash and cash equivalents . ...............
Total @SSELS .- oot
Total notes payable, including current pomon
Total stockholders’ ‘equity = .. ... ".. L "

Years Ended Décember 31,

2006 2005 2004 2003 2002
(dollars and shares [n thousands, except per share data)’

$1,081,703 $705,843 $629,016 $714,209 $775.683
792,415 535608 484,654 552,052 586,900

289,288 170,235, 144,362 162,157 188,783

205499 117,326 102,186 " 93,374 98,679
10,325 6,179 5,837 4,819 3.839

215,824 123,505 108,023 98,193 102,518

73,464 46,730 36,339 63,964 86,265
16,698 9,565 8,440 2,303 (343)

56,766 37,165 27,899 61,661 86,608
21,675 14,931 10,553 - 23,869 34,252

$ 35091 $ 22,234 % 17,346 $ 37,792 § 52,356

$ 107 $ 076 § 061 § 104 § 123

$ 102 $ 069 $ 055 $ 095 $ 112

32.662 . 29130 28248 36456 . 42534
34504 32118 31369 39,785 46,805

As of December 31,

2006 2005 2004 2003 2002

(dollars in thousands)
M n Y _ .

$ 4422 :35.19110° $-3908 -$ 4,687 $ 40,135~

622,181 618,387 286,960 304,532 348,774
173,380 205000 101,723 138,900 —
244.546° - 193200 136,776 116,097 295824
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Item 7. Management s Dtscusswn and Analysrs of Fmancuz! Condition and Results of Opemnons

’ T CRE Lo ;. : Y St ot :

The followmg discussion should be read in conjunction with, andis quahfred in" its enurety by, our_

consolidated ﬁnancml statements and the notes thereto and other financial information included elsewhere i jn ‘this

Annual Repon on Form 10-K. Cértain statements in‘this” “Management s Discussion'and Analysis of Financial

Condition and Results of Operations™ are “forward? lookmg slatemenls; See “Special Note Regarding Forward-
X . e o

Looking Statements” below.

Overview, , _ . o , ;

We are ‘the largest temporary healthcare s[afﬁng company in the Unlted States As the largest nat10nw1de
prowder of travel nurse staffing services, locum lenens (temporary physwlan stafﬁng) and .physician permanenl
placement services and a leading. prowder of allied healthcare- professionals, we recrult physicians, nurses, and
allied healthcare’ professionals, our “healthcare’ professronals nationally and internationally and place them on -
assrgnments of variable lengths and in permanent posmons at acute-care hospuals physician pracuce groups and
other healthcare facilities throughout ihe United Sla{es

1
b - .

For the year ended December 31, 2006, we recorded revenue of $1,081.7 million, as compared to revenue of
$705.8_million and $629.0. million for the years ended December 31; 2005 and 2004 respecuvely ‘We recorded
net income of $35.1 million for the year ended December 31, 2006, as compared to net income of $22.2 million
and $17.3 million for the years ended December 31, 2005 and 2004, respectively:

.Our staffing ‘services are marketed to two distinct customer groups: (lj healthcare professionals and
(2) hospitals,: healthcare facilities and physician practice groups. We use distinct ‘brands to market our
differentiated servrces throughout the healthcare siaffing spectrum.

' o, , : . i

We use a multi-brand recruiting etrategy to enhance our ability to successfully attract healthcare
professionals in the United States and internationally. We market our staffing opportunities to healthcare
proféssionals under recruitment brands* including Ainerican Mobile' Healthcare, Medncal Express, NurseChoice
InDemand, NursesRx, Preferred Healthicare Staffing, Med Travelers, RN Demand, RN Extend, O’ Grady Peyton
" International, Staff Care and Merritt; Hawkins & Assocwtes Each brand has a dlstmct clinician focus market
_ strengths and brand reputatlon '

At the end of 2006 we had healthcare professionals on assignment at over 2, 000 dlfferem healthcare facility
. chents We provide servweq o acute care and sub acute healthcare facilitiés, phy51c1an groups, dlalyqls centers,
chmcs and schools. We market our travel nursmg services to hospuals and hea]thcare facilities generally under
one, brand AMN Healthcare as a smgle stafﬁng provrder “with access (o healthcare professronals from several
nursé recrunment brands. We market our locum tenens staffing and physrman permanent placemem services
under lhe brand ;names Staff Care and Memtt Hawkins & - Associates, respectively, to both healthcare
professronals and hospnal and healthcare facrlmes and physmlan slafﬁng groups. We market our allied
heallheare stafﬁng ser\'lces to hospltals and healthcare facrlmes general]y under the brand name Med Travelers

4
‘e

Physrcrans nurses and allied healthcare profemonals join us on temporary ass1gnments for a “wide' varlety of
~ reasons that-include: seekmg ﬂexlble work opportunities, explorlng different areas of .the country, bunldmg their
K cllmcal skjlls and resume by working at prestigious healthcare faellmes escaping the demands and polmcal'
env1ronment of workmg as permanent staff and working lhrough life and career transmons
. . T : -
Our large number of hosp1ta1 and healthcare facnhty cllems prowdes us wiih the opportumty to offer
temporary or permanent positions typlcally in all 50 S[a[es and in'a vanely of .work environments and clinical
. settings. In addition, we provide our.temporary healthcare professmnals with an attraenve benefits package that
may include free or subsldlzed housing, free or reimbursed travel, competitive wages, professional development
opportunities, a 401(k) plan, and health and professional l1ab1llty insurance: We- belleve that we attract:temporary
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healthcare professionals due to our long-standing reputation for providing a high level of service, our numercus
job opportunities, our benefit packages, our innovative marketing programs and word-of-mouth referrals from
our thousands of current and former healthcare professxona]s : : . e

: Our clients include hqspitajs and hcalthcare systems such as Georgetown University Hospital, HCA, NYU

Medical Center, Stanford Health Care, UCLA Medical Center, The University of Chicago Hospitals, and Mayo
Health System. We also provide services to government facilities, sub-acute healthcare facilities, physician
practice groups, dialysis centers, clinics and schools.

Our hospital and healthcare facility clients utilize our services to cost-effectively manage shortages in their
staff due to a variety of c1rcumstances such as attrition, leave schedules, new unit openings, seasonal patient
census variations, the physuc:tan and nurse v.tafﬁng shortage and other short-term, long-term and permanent
staffing needs. In addition to provxdmg contmulty of care and quality patient care, we believe hospitals and
healthcare fam]mes contract with us due to our access to a large national network of skilled temporary and
permanent healthca:e professmnals our abthty to meet their ‘specific staffing needs, our ﬂexnble staffing
assignment lengths, our reliable and supenor ¢ustomer service, and our ability to provide temporary staffing
solutions while we assist the client in filling permanent staffing needs.

Recent Trends

Temporary healthcare staffing industry revenues are expected to grow at a compound annual growth rate of
approximately 8% from 1997 through 2008, according to industry estimates. The industry has grown each year
except 2003 and 2004, in which it declined on an annual basis. Industry revenues for 2007 as compared to 2006
are expected to grow by 7% to $11.4 billion. The market segments within the temporary healthcare staffing
industry in which we provide service offerings include travel nursing ($2.5 billion market), locum tenens ($1.6
billion market) and allied healthcare ($3.2 billion market). According to-estimates prepared by Staffing Industry
Analysts, projected growth rates for 2007 are 9% for travel nursing, 14% for locum tenens and 11% for allied
healthcare.

The nurse and allied healthcare etafﬁng segment our largest reporting segment, experienced a strong
demand and tight supply environment during 2005 and early 2006. During the last few months of 2006 and into
the first quarter of 2007, the industry has reported, and we have also experienced, the typical seasonal decline in
nursing demand, along with a lessening of demand in certain regions and specialties. We continue to experience a -
demand environment that exceeds supply. '

Although we experteneed considerable xmprovements in our nurse and allied candidate supply throughout
2006 and into early 2007, the supply market continues to be constrained relative to the demands of our healthcare
facility clients. Internationally trained nurses represent a ‘growing supply of nurses and roughly 15% of newly
licensed nurses are foreign-trained. While roughly 90% of our nurses are trained in the United States we recruit
nurses from international channels through our O’Grady Peyton International brand to meet our facility clients’
long-term staffing needs. Our contmued utilization of this international supply channel is reliant upon an increase
or exemptton from current permanent immigrant visa quotas. As a result of these visa quotas, there is roughly a
four-year delay for nurses from certain countries, such as India and the Philippines, to enter into the United States
on a permanent immigrant visa.

Locum tenens’ ‘physicians ‘are used by hospttals healthcare facilities and physician: practice groups to fill
temporary vacancies created by vacations and leave schedules, and increasingly, to bridge the gap while seeking
permanent candidates. Staffing Industry Analysts reports the locum tenéns market to be the fastest-growing
segment of the healthcare staffing industry. The demand environment for locum tenens services continues to be
strong, and socioeconomic-factors, such as increased physician emphasis on job and lifestyle flexibility, suggest a
growmg number of physicians are embracing locum tenens as a practlce style, . , :

The physnman permanent placement services segment also continues to expenence an environment in which
demand exceeds supply. Physicians are significant drivers of revenue, influencing many hospitals, healthcare
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facilities and physician practice groups to devote the resources necessary to recruit them, While this. creates
significant competition for the limited supply of physmans our national reach and brand recognilion position us
well in this environment. . T ) Co

. The' physician permanent placement miarket has significant growth potential due to. client demand for
. physicians that enable our clients to generate | revenue. This demand and the significant overlap of clients seeking
both temporary and permanent placement services provides us an opportunity to cross-sell physician’ permanem
placemem services and temporary staffing services.. :

Critical Accounting Principies and Estimaies - ‘s C , ' . .

We have xdenuﬁed the fo]lowmg crmcal accoummg pohti:le:, that affect the more mgmﬁcanl judgments and
estimates used in the preparation of our consohdated ﬁnancml qtatementq The preparatlon “of our consolidated
financnal %lalements in conforrmty w1th accounlmg prmmples generally accepted in the United States of America
réguires us to make estimates and }udgmems that affect our reponed amounts of assets and llabllmes revenue
and expenses, and relaled disclosures of commgem assets and liabilities. On an on going basis, we evaluate our
estimates, including those related to asset impairment, accrualﬂ for self-insurance and compensauon and related
benefits, allowance for doubtful accounts and commgenc:eq and lmgatlon and share-based payments. These
estimates ‘are based on the information that is currently available to us and on various other assumptions that we
believe to be reasonable under the circumstances. Actual results could vary from these estimates under different
assumptions or conditions.

We believe that the following critical accoummg policies affect the more 51gn1ﬁcanl judgments and
esumales used i m the preparauon of our consohdated ﬁnancnal statements:

-

1) Goodwill and lntangible Assets

. We have recorded goodwill resulting from our past acquisitions. Commencing with the adoption of

ol Statement of Financial -Accounting Standards (“SFAS™) No. 142, Goodwill. and- Other Intangible

Assets, on January 1, 2002 we ‘ceased amomzmg goodwill and have performed ‘annual impairment

" analyses ‘each year to assess the recoverability 'of the goodwill, in accordance with the provisions of

"SFAS No. 142: We originally adopted December 315t of each year as our annual’ impairment testing

date. In 2006; subsequcm to the acquisition of MHA and the resuliing addition of two reportable

. segments, we ‘elected to change our annual impairment testing date to October 31stof each year,

commencing October 31, 2006:. Changing the testing date tS October 31st will allow u§ more time to

accurately complete our impairment testing process in order to incorporate the results in*our -annual

financial statements and timely file those statements with the Securities and Exthange Commission.

We performied the-annual impairment test at December 31, 2005 and October:31, 2006 and determined

there was no impairment of goodwill. No events have occurred subsequent’ to October 31, 2006 that
indicate impairment may have occurred. ‘

SFAS No. 142 also requires that intangible assets with estimable useful lives continue to be amortized
over their respective estimated useful lives and reviewed. for impairment in accordance with’ SFAS
No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. We have analyzed our
- amortizable intangible assets for impairment in accordance with the provisions of SFAS No. 144 and
o determined that there is no impairment. S .

: If we are required to record an impairment charge in the future, it could have an adverse impact on our

* .+ results of operations.. As of December 31, 2006 and. December-31, 2005, we had $240.7 million and

+ +$240.8 million of goodwill, respectively, net of accumulated amortization, and $116.4 million and

- . $121.2 million, respectively, of net intangible assets recorded on our consolidated balance sheets. The

* decrease in goodwill is primarily due to $0.4 million of taxrrelated purchase accounting adjustments
recorded during 2006, offset by $0.3 million of acquisition costs recorded during 2006.
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2) Professional Liability Reserve

We maintain an accrual for professional liability self-insured retention limits, net of ocur insurance
recoverable, which is included in accounts payable and accrued expenses and other long term liabilities
in our consolidated balance sheets. We determine® the adequacy of this accrual by ‘evaluating our
‘historical experience and-trends, loss reserves established by our insurancé carriers, management and
*third party administrators, as well as through the use of independent actuarial studies. For the nurse and
allied healthcare staffing segment, we obtain updated actuarial studies on a regular basis that use our
historical claims data and industry data to determine the appropriate reserves for incurred, but not
» e ' reported, professional liability claims for each year, with réserves for reported claims based upon loss
reserves established by management and our third party admlmstrators For the locum tenens staffing
segment, we obtain updated actuarial studies on a regular basis that primarily utilize industry data to
determine the approprlate reserves for both reported claims and incurred, but not reported, claims. As
of December 31, 2006 and December 31, 2005, we had $14.5 million and $13.9 million, respectively,
accrued for professnonal liability reténtion of Wthh $2.0 and $1.9 was classified as a current liability,
respectively. The increase in the profewona! llablhty accrual was related to an increase in the humber
of healthcare _providers on assignment during 2006, partially offset by better than expected ClalmS
experience, pnmanly in our locum tenens stafﬁng segment, and payments made during the penod

3) Self-Insured Health Benefit Claims Reserve

We maintain an accrual for incurred, but not reported,.claims arising from self-insured health benefits
we provide 10 our temporary nurse and allied healthcare professionals, which is included in accrued
compensation and benefits in our consolidated balance sheets. We-determine the adequacy of this
accrual by evaluating our historical experience and trends related to both health insurance claims and
payments, information provided to-us by our insurance broker and third party administrator and
; industry experience and trends. If such information indicates that our accruals are overstated or
vunderstated we reduce or provide for additional accruals. Our accrual at December 31, 2006 was based
‘ on {i) a monthly average of our actual historical. health insurance:claim ampunts and (ii) the average
_ period of time from the date the claim-is incurred to the date that it is reported to us and paid. We
‘ . . believe this is the best estimate of the amount of incurred, but not reported, self-insured health benefit
| o claims at year-end. As of December 31, 2006 and December 31, 2005, we had $2.0 million and $2.4
| million, respectively, accrued for incurred, but not reported, health benefit claims. The decrease in the
accrual was due to a favorable trend in insurance claims paid and a decrease in the reporting and
payment processing time for claims. Historically, our accrual for health insurance has been adequate to
provide for incurred claims and has fluctuated with-increases or decreases in the average number of
temporary healthcare professionals on assignment, changes in our claims experience and ¢hanges in the
reporting and payment processing time for claims. ‘

4) Workers Compensation Reserve

We maintain an accrual for workers compensation self-insured retention limits, which is included in

. accrued compensation and benefits and other long term liabilities in our consolidated balance sheets.

. We determine the adequacy of these accruals by evaluating our historical experience and trends, loss
reserves established by our insurance carriers and third party administrators, as well as through the

use of independent actuarial studies. We obtain updated actuarial studies on a semi-annual basis that

. use our payroll and actual claims data, as well as industry data, to determine the appropriate reserve
both for reported claims and incurred, but not reported, claims.for each policy year. The actuarial

. studyfor workers compensation provides us with the estimated losses for.prior policy years and an

. estimated percentage of payroll compensation to be accrued for the current .year. We record our
"accruals based on the amounts provided in the actuarial study,-and we believe this is the best
estimate of our’ liability for reported claims and. incurred, but not reported,. .claims. As of
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December 31, 2006 and December 31, 2005, we had $9.3 million.and $10.1 million, respectively,
- accrued for workers compensation claims, of which $2.8 million and $3.0 million was classified as a
current liability, respectively: ‘The decrease in the accrualwas .attributable to.an actuarial-based
» . reserve reduction of $1.8 million based on favorable-historical claims experience, offset by the fact
* that-¢laim payments made against the reserve during 2006 for the current and prior years are lagging
slightly behind the additions to the reserve, as.reserves continue.to remain outstanding for workers
compensation claims mcurred durmg the course of the:last five years
. 5) Allowance for Doubtful Accounrs b RS SRR
We maintain an allowance_for doubtful accounts for estimated credit: Iosses resullmg from:collection
-, risks, 1ncludmg the inability. of ‘our ‘customers to.make-required payments. This-results in a provision
" for bad. debt expense. The allowance for. doubtful accounts is reported as-a “reduction. of accounts
receivable in our consolidated balance sheets:, We determine “the vadequacy of this allowance by, -
- evaluating historical de]mquency and wme off trends, the financial ‘condition ,and credit I‘lSl( and.
histories of each customer, historical payment trends and ¢urrent economlc conditions. If the financial
condition of our customers deteriorates, resulting in an impairment of their ability,to make payments,
additional allowances would be prowcled.' As of, Decer_nber 31, 2006 and December 31, 2005, our
allowance for doubtful accounts was $3.3 million and $2:4 million, respectively. The increase is
primarily- attributable to the passage of time since our acqulsmon of MHA in November 2005, at which -
time . we recorded MHA's accounts receivable at fair value.. As MHA has generated revenue and
accounts receivable since the .acquisition- date; the allowance for doubtful accounts has increased
accordmgly .. ) e Lo <
6) Contmgent Lmbzlmes. B e
R .,. R S :'.‘. L SR i - " . P “:,_‘
We are subjecl 1o various cla1ms and legal actions in lhe ordmary course of our business. Some of these
-matters include: :payroll .and-employee-related- matters and inveéstigations by -governmental agencies
‘regarding our employment practices. As we become aware of such ¢laims,and legal actions, we provide
accruals if the exposures are probable and estimable. If an adverse outcome of such claims and legal .
actions. is‘reasonably possible, we assess materiality and provide disclosure, as appropriate. We may
. also become subject to claims, governmental inquiries and investigations and legal actions relating to
services prov1ded by oirr temporary healthcare professionals, and -we maintain accruals | for these
_~ matters if the amounis are probable and estimable. We currently are not aware of any,such pending or
.threatened litigation that would be considered reaqonably likely fo have a material adverse effect on our
consolldaled ﬁnanc:al position, results of operations or liquidity.

7) Share-Based .Payme.hts

Prior 10 January 1, 2006, we accounted for our share-based employee compensation plans under-the
measurement and recognition provisions of Accounting Principles Board (“APB™) Opinion No. 25,
Accounting for Stock Issued to Employees, and related Interpretations, as permitted by SFAS No. 123,
‘Accounting. for Stock- Based Compensation. We also provided disclosures in accordance with the
"Qreqmrements of SFAS No. 123, as amended by SFAS No. 148; Accounting for Stock-Based
Compensation-Transition and Dlsclosure '

Effective January 1.-2006, we adopted the- provisions of.revised SFAS' No. 123 (SFAS No. .123R),
Share-Based Payment, whi¢h established accounting for share-based awards exchanged for employee
. services and requires companies to expense the estimated fair vatue of these awards over the requisite
employee service period. Accordingly, stock-based compensation cost is measured at grant date, based
on the fair value of the award, and .is recognized as expense over the employee’s requisite service
penod The measurement of stock based compensation cost is based on several criteria mcludmg, but
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not limited to, the valuation model used and associated input factors such as expected term of the

award, our stock price volatility, dividend rate, risk free interest rate, and award forfeiture rate. The

+ input factors to use in the valuation model are based on subjective future expectations combined with

management judgment. We' estimate the fair value of stock options and stock appreciation rights

- . granted using the Black-Scholes valuation model and the assumptions shown in Note 10(b) to the

accompanying consolidated financial statements. We use historical data to estimate pre-vesting option

forfeitures and record stock-based compensation expense only for those awards that are expected to

vest. We estimate the option term, dividend vield, and risk-free interest rate assumptions consistent

with the methodologies used prior to January 1, 2006. After consideration of both our implied volatility

and historical volatility, we determined our historical volatility to be the most accurate estimate of

future vblatility and therefore utilize this measure. Prior to-January 1, 2006, we estimated volatility

based on a combination of our historical volatility rate and the historical volatility rate of comparable

companies. The fair value of equity awards granted is ‘amortized on a straight-line ‘basis_over the

requisite service periods of the awards, which are the vesting periods. If factors change, we may decide

. to use different assumptions under the Black-Scholes valuation model, or a different vatuation model,
‘ " in the future, which could materially affect our net income and earnings per share.,

Results of Operations.
The following table sets forth, for the periods indicated, certain statements- of operations data as a

percentage of revenue. Our results of operations include. three reportable segments: (1) nurse and allied
healthcare staffing; (2) locum tenens staffing; and (3) physician permanent placement services. We completed

- our acquisition of MHA in November 2005, therefore the consolidated statement of operations for the year ended

December 31, 2005 only includes the results of operations of MHA and the locums tenens staffing and physician
permanent placement services segments since the “date of acquisition. Accordingly, reporting segment
information in the following table would not be meaningful, Additionalty, as reporting comparative information
for .the year ended December 31, 2005 would not be meaningful, we have included reporting segment
information only for the year ended December 31, 2006. Our historical results are not necessarily indicative of
our results of operations to be'expected in the future. - -

Years Ended December 31,
. 2006 ., 2005 2004

Consolidated Statements of Operations:

REVEIUE .. i e e e e *100.0% 100.0% 100.0%
Costof TEBVENUE . . & ... it i e s e 733 759 77.0
Gross profit .. ..o.vovieianaainn. e 267 241 230
Selling, general and administrative .. ....... ... ... ... i .. 190 16.6 16.2 ~
Depreciation and amortizalion . ... ... ... i e e 1.0 09 1.0
Income from Operations .............cviviiiiiiiaeriinnn. P 6.7 - 6.6 5.8
Interest eXpense, ML . .. ... ... .. e 1.5 1.3 1.3
Income before INCOME AXES . . ... ... .. i e e 5.2 53 4.5
Income tax expense ........ U e et . 2.0 2.1 1.7
Netincome ....................... e 32%. 32% 28%

Comparison of Results for the Year Ended December 31, 2006 to the Year Ended December 31, 2005

Revenue. Revenue increased 53%, to $1,081.7 million for 2006 from $705.8 million for 2005. Of the
$375.9 million increase, $313.6 million .was attributable to the acquisition of MHA in November 2003,
$32.1 million was attributable to the organic increase in revenue generated per temporary healthcare professional
due primarily to an increase in the average bill rates charged to hospital and healihcare facility clients,
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$15.1 million was-attributable to a shift in the mix of temporary healthcare professionals working:on flat rate )

contracts to hours and days worked contracts and $15.1 million was attributable to the increase in the average
number of temporary healthcare, professionals on- assignment. Revenue .by reportable segment for 2006 was
$763.2 million for nurse ‘and allied -healthcare staffing,” $268.1 million for- locum tenens stafﬁng and $504

1

million for physmlan permanent placement services. . : ‘- - e
. . !
- Cost of Revenue Cost of revenue: mcreased 48% to: $792 4 mllllon for 2006 from $535. 6 million for. 2005
Of the $256.8 million increase, $215.7 mllhon was attributable:to the acqmsmon.of MHA in November 2005,
$17.3 million was attributable to- net increases .in" compensanon provided .to. our temporary -healthcare
. professionals, which was net of $2.4 ‘million of worker’s compensation reserve adjustmems $12.3 million was
attributable to the shift in the mix of temporary healthcare professionals working on flat rate contracts to hours

and days worked contracts and $11.5 million was attributable to the increase in the average number of” temporary -
healthcare professionals on assignment. Cost of revenue by reportab]e segment for 2006 -was $575.8 million for -

nurse and allied healthcare staffing, $197.1 million - for locum tenens stafﬁng and $19.5 million for physician
permanent placement services. : : -

Gross :Profit.  Gross profit increased 70%, to $289 3 mllhon sfor 2006 from $1702 mllhon for 2005
representing gross miargins of 26.7% and 24.1%, respectively.: The-increase in gross margin was primarily
attributable to an increase in the spread between bill rates and pay rates, lower workers compensation costs due
primarily to an actuarial-based reserve reduction during 2006, and the addition of the higher gross margin locum

tenens staffing and physician permanent placement services segments through' the acquisition of MHA in

November 2005. Gross margin by reportable segment for 2006 was 24.6% for nurse and allied healthcare
staffing, 26.5% for locum tenens staffing and 61.4% for physman permanenl placement services.
Selling, General and Administrative Expenses. Selling, general and administrative expenses increased
75%. to $205.5 million for 2006 from $117.3 million fotr 2005+ Of the $88.2 million increase, $67.6 million was
attributable to the acquisition of MHA in November 2005, which was net of a $2.6' million actuarial- based
reduction to our professionaltliability. reserve during the three months ended December 3i, 2006, $12:2 million

was attributable to'an increase: in employee ‘expenses primarily -to support growth in‘the nurse and:allied

healthcare staffing segment, $6. 3 million was attributable to the increase in non-cash stock-based compenqauon-

charges resulting from the adoption of SFAS No. 123R on January L, 2006, and the remaining-$2.1"mitlion

increase was primarily attributable to increases in office expenses and travel and related expense, partially offset
by ‘a decrease” in professional liability-insurance expenses. .Selling; general and administrative expenses by -

reportable segment for 2006 was $137.2 million for nurse and allied healthcare staffing, $50.2 million for locum
tenens staffing and $18.1 million for physician permanent placement services. -

Depreciation and Amortization. Depreciation expense increased 30%, to $7.3 million in 2006 from $5.6
million in- 2005. The increase was primarily -attributable torthe acquisition of MHA in November. 2005.
Amortization expense was $3.0 million in 2006 and $0.6 million in 2005. The increase was primarily-attributable
to the amortization of identifiable -amortizable intangible assets acquired through the acquisition of MHA in
November 2005.

.-Interest Expense, Net. Interest expense, net, was $16.7 million for 2006 as compared to $9.6 million for
2005. The increase was primarily attributable to interest expense on additional borrowings in connection with the
acquisition of MHA in November 2005.

T R TS

. Income Tax Expense. Income lax expense increased to $21.7 million for 2006 from $14.9 million for
* 2005, reflecting effective income tax:rates of 38.2% and 40.2% for these periods, respectively. The decrease in

the effective incometax rate in 2006 Was primarily attributable to decreases in the state tax provision and 4 $0.4'

miilion tax benefit recorded:in 2006 from’ the adjustment of deferred taxes-due to recently enacted Texas tax
leglslatlon Ve : . : . . - ‘ .

T
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Comparison of Results for the Year Ended December 31, 2005 to the Year Ended December 31,.2004.

Revenue. Revenue mcreased 12%, to $705 8- million for 2005 from.$629.0 m11110n for 2004. Of the
$76.8 million increase, $53.3 million was attributable to the acquisition of MHA in -November 2005,
$14.6 million was attributable to the organic increase in the average number of ‘temporary. healthcare
professionals on a_aséignment, $6.2 million was attributable to the increase in revenue generated per traveler due
primarily to an increase in the average bill rates charged to hospital and healthcare facility clients, and $4.5
million was attributable to a shift in the mix of temporary healthcare professionals working on flat rate contracts
10 hours and days worked contracts. The increase was pamally offset by one less day in 2005 which reduced
revenue by $1.8 million. -

Cost of Revenue. Cost of revenue increased 11%, to $535.6 million for 2005 from $484.7 million for 2004.
Of the.$50.9 million increase, $36.5 million was atiributable to the acquisition of MHA in November 2005,
$11.3 million was attributable to the increase in the average number of temporary healthcare professionals on
assignment, $0.9 million was attributable to net increases in compensation provided to our temporary healthcare
professionals, and $3.6 million was attributable to the shift in the mix of temporary healthcare professionals
working on flat rate contracts 1o hours and days worked contracts, the increase was partially offset by a decrease
of $1.4 million attributable to one less day in 2005, ' :

Gross Profit.  Gross profit increased 18%, to $170.2 million for 2005 from $144.4 miilion for 2004,
representing gross margins of 24.1% and 23.0%, respectively. The increase in gross margin was primarily
attributable to an increase in the spread between bill rates and pay rates and the addition of the higher gross
margin in the locum tenens staffing and- physician permanent placement services segments through the
acquisition of MHA in November 2005.

Selling, General and Administrative Expenses. Selling, general and administrative expenses increased
15%, to $117.3 miltion for 2005 from $102.2 million for 2004, Of the $15.1 million increase, $11.7 million was
attributable to the acquisition of MHA in November 2005, with the remaining $3.4 million increase primarily
attributable to increases in employee expenses from a combination of normal growth in costs per employee and
selective .headcount additions, partially offset by decreases in professnonal liability insurance and professmna]
services expenses. " -

Depreciation and Amortization. Depreciation expense of $5.6 million was consistent for 2005 and 2004.
Amortization expense was $0.6 million in 2005 and $0.2 million in 2004, with the increase primarily attributable
to the amortization of identifiable amortizable intangible assets acquired through the acquisition of MHA in
November 2005. ‘

Interest Expense, Netr. Interest expense, net, was '$9.6 million for 2005 as compared to $8.4 million for
2004. The increase was primarily due to a $1.2 million write-off of deferred financing costs from the refinancing
of our credit facility in connection with the acquisition of MHA in November 2005.

Income Tax Expense. Income tax expense increased to $14.9 million for 2005 from $106 million for
2004, reflecting effective income tax rates of 40.2% and 37.8% for these periods, respecuvely 'I‘he mcrease in -
the effective income tax rate was primarily attributable to increases in the state tax provision.
- Liquidity and Capital Resources

Historically, our primary liquidity requirements have been for acquisitions, working capital requirements
and debt service under our credit facility. We have funded these requirements through internally generated cash
flow and funds borrowed under our credit facility. At December 31, 2006, $173.4-million was outstanding under
our credit facility. We believe that cash generated from operations and available borrowings under our revolving
credit facility will be sufﬁc1ent to fund our operations for the next 12 momhs We expect to be able to ﬁnance
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future -acquisitions either with cash provided from operations, borrowings under our revolving credit facility,
bank loans;.debt or equity .offerings, or some combination of the foregoing. The followmg discussion prowdes
further details of our liquidity and capital resources. -

I

Operating Activities:
Historically, ou'r.principa‘}.working capital need has been for accounts receivable. At December 31, 2006
and Décember 31, 2005, our Days Sales Quistanding: (“DSQ") was 63 days and 57 days, respectively. The

increase in:DSO is.due in part to delays in our cash receipts cycte as a result.of an increase-in the number of our

' nurse and allied- healthcare ;clients undergoing 1mplemenlauons of vendor management arrangements.” These
" -arrangements often involve thlrd -party vendors specializing in staffing. procurement systems. We anticipate that

our DSO will improve during fiscal 2007. Our principal sources of cash to fund our working capital needs are
cash generated from operating activities and borrowings under our revolving credit facility. Net cash provided by
operations increased $10.4 million to $54.5 million in 2006 from $44.1 million in 2005. This increase in net cash
provided by operations was primarily driven by increased earnings compared to fiscal 2005, primarily resulting
from our acquisition of MHA in November 2005, and increases in income laxes payable and accrued
compensation and benefits, offset by an increase in accounts receivable. : ‘

)
Ve -

Investing Acrivities:

'y . We continue to have relalively low capital investment requirements.. Capital expenditures were $9.7 million,
$3.8 million and $5.1 miﬂi(.)yn‘in 2006 2005 and 2004, respectively. In 2006, our capital expenditures.were $6.0
million for purchased- and internally. developed software and $3.7 million for computers, furniture and

equipment, léasehold -improvements and other expenditures. We expect our future capital expenditure

requirements to be similar to 2006 in relation to revenue.

" Qur busmess acqu1smon expenditures were $36 0 million in 2006 compared o 31115 mll]IOH in 2005 and _
$0 in 2004. Of the $36.0 million of expenditures.in 2006, we paid $35.7 million related to the cash portion of the
earnout payment for our November 2005 acquisition of MHA, which was paid with cash on hand: The remaining
$0.3 million related to transaction costs recorded during the three months-ended March 31,2006. ", , . &

. : B . . [ . o
Financing Activities. Coe : " o

On Noveml_aer 2. 2005, in conneciion,'with the acquisition of MHA, we amended and‘restated our existing
credit facility. Our new credit facility, the Second ‘Amended and Restated Credit Agreement (“Credit
Agreement”), provides for, among other things, a $75.0 million secured: revolving credit facility, a $30.0 million
letter. of credit sub-facility, a $15:0 million swing-line sub-facility, all matunng in November 2010, and a new

- $205.0 million secured term loan facility maturing in November 2011 .. The new, secured term-loan facility was

used to pay off existing borrowings of $87.8 million of term debt and provide ﬁnancmg for the cash portion of
the initial $160.0 million of acquisition consideration, net of a $15.0 millien holdback, and related acquisition
and financing costs of $3.0 million and $4.8 million, respectively. e , '
. . H '
On Apnl 28, 2006, we entered into a Stock Purchase Agreement with several former MHA slockholders to

_ purchase-from them an:aggregate of 1,852,000 shares- -of our common stock issued in connection with the

acquisition of MHA. The share purchase price was $20. 17, calculated as the volume weighted average sales price ',
of'the common stock on-the.New ‘York Stock.Exchange for the 20 consecutive trading -days immeédiately
preceding the closing date, for a total aggregate purchase. price of $37.5 million, including $0.2.million of
transaction costs. The Stock Purchase Agreement contains customary representations and warranties. :
. . . Lo L . - .

On May ‘1, 2006, we entered into a Flrstmendment (the “First Amendment“) to-our Credit Agreement
dated November'2, 2005. The First Amendment provides that we may.request, on a one-time basis and subject to
meeting certain conditions, an additional term loan (“Incremental Term Loan™) in an amount not.to exceed $45
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million and permits us to repurchase up to $45 million of our capital. stock (subject to certain conditions). The -
First Amendment also resets the applicable interest rate for term loan borrowings based upon our then current
leverage ratio. We incurred $0.3 million of financing costs in conjunction with the First Amendment.

On May 15, 2006, we borrowed an Incremental Term Loan of $30 million which, along with cash on hand,
was used to fund the purchase of shares under the Stock Purchase Agreement. Effective May 15, 2006, the
interest rate for all term loans outstanding (including the Incremental Term Loan) under the Credit Agreement
initially bore interest, at our option, at either LIBOR plus 2.00% or the Base Rate plus 1,.00%. Beginning in
August 2006 and thereafter, based on our then current leverage ratio, all term loans bear interest, at our option, at
either LIBOR plus 1.75% or the Base Rate plus 0.75%. The terms of the Incremental Term Loan are consistent
with the existing term loan under the Credit Agreement, '

The revolving credit facility portion of our Credit Agreement carries an unused fee of between 0.5% and
0.375% per annum based on our then current leverage ratio, and there are no mandatory reductions in the
revolving commitment under the revolving credit facility. Borrowings under this revolving credit facility bear
interest at floating rates based upon either a LIBOR or a prime interest rate option selected by us, plus a spread of
1.50% to 2.25% and 0.50% to 1.25%, respectively, to be determined based on our then current leverage ratio.
Amounts available under our revolving credit facility may be used for working capital, capital expenditures,
permitted acquisitions and general corporate purposes, subject to various limitations.

- The term loan portion of our Credit Agreement is subject to quarterly amortization of principal (in equal
installments), with an amount equal to 1.25% of the initial aggregate principal amount of the facility payable
quarterly through September 30, 2007 (except in the case of the initial quarterly payment on June 30, 2006 of
2.5%) and 2.5% of the initial aggregate principal amount of the facility payable quarterly from-December 31,
2007 through September 30, 2010 with any remaining amounts payable in 201 1. Voluntary prepayments of the
term loan portion of the credit facility are applied as we may elect, including ratably to the remaining quarterly
amortization payments. In May, August and November 2006, we made voluntary prepayments of $20.0 million,
$8.0 million and $25.0 million, respectively, which were applied ratably to the remaining quarterly amortization
payments. In connection with these voluntary prepayments, we wrote off $0.4 million, $0.1 million and $0.3
million, respectively, of deferred financing costs, which are recorded in interest expense. In June, September and
December 2006, we made the quarterly amortization payments of $5.4 million, $2.6 million and $2.3 million,
respectively. The September and December amortization payments were reduced from their initial contractual
amounts due to the application of the voluntary prepayments.

We are required to make additional mandatory prepayments on the term loan with the proceeds of asset
dispositions, extraordinary receipts, debt issuances and certain equity issuances. We also are required to make
mandatory prepayments on the term loan within ninety days after the end of each fiscal year, commencing with
the fiscal year ended December 31, 2006, in an amount equal to 50% of our excess cash flow {(as defined in the
Credit Agreement), less any voluntary prepayments made during the fiscal year.. These mandatory prepayment
amounts, if any, are applied ratably ‘to the remaining quarterly -amortization payments. The voluntary
prepayments made throughout the year satisfied this additional prépayment requirement for the year ending
December 31, 2006.

We are required to maintain a maximum leverage ratio, based on EBITDA and funded indebtedness as
defined in the Credit Agreement, as of the end of each fiscal quarter of not more than 3.75 to 1.00 for the fiscal
quarter ending December 31, 2006, decreasing throughout the ‘term of the agreement to ultimately arrive at a
ratio of 2.00 to 1.00 for the fiscal quarter ending March 31, 2009 and thereafter. We are also required to maintain
a minimum fixed charge coverage ratio, based on EBITDA and debt and interest payments as defined in the
Credit Agreement, as of the end of each fiscal quarter of not less than .50 to 1.00 for the fiscal quarter ending
December 31, 2006, decreasing throughout the term of the agreement to ultimately arrive at a ratio of 1.25 to
1.00 for the fiscal quarter ending September 30, 2008 and thereafter. We are also subject to limitations on the
amount of our annual capital expenditures and on the amount of consolidated total assets and consolidated

31




EBITDA that may be owned or attributable to our foreign subsidiaries. We were in compliance with these
requirements at December 31, 2006.

Under our Credit Agreement, our subsidiaries are not.permitted to pay.dividends or distributions to us,
except for. certain permitted dividends and distributions, including those related ‘to. taxes, certain reporting
obligations under: federal and state law and certain other ordinary course operating expenses, subject to the

limitaticns contained in our Credit Agreement. * : . RS

* -We are also required to maintain interest rate protection on at least 50% of-the term loan portion of our
Credit-Agreement beginning May 2006 unti} November 2008. In December 2006, we terminated one of our
interest rate swap agreements. with a notional amount of $50 million, fixed rate of 4.97%, and an original
expiration date of December 2010. We recorded a loss of less than $0.1 million upon termination and paid that
same amount in cash to settle the transaction. No initial investment was made to enter into the agreement. As of
December 31, 2006, we maintain six interest rate swap agreements with notional amounts totaling $125 million,
of which $10 million relates to a forward starting agreement that' will become effective in March 2007: We pay
fixed rates ranging from-3.99% to 4.95% under these agreements.and receive.a floating three-month- LIBOR. The
agreements expire beginning March 2007 through December 2009, and no initial investments were made to enter
into these agrcements . " -

At December 31, 2006 and 2005, the interest rate swap agreements had a fair value of $0.5 million’ and
($0.1) million, respectively, which is included in other assets and liabilities in the accompanying consolidated
balance sheets. We have formally documented the hedging relationships and account for these arrangements .as
cash flow hedges. . - g

As of December 31, 2006 and 2005, our credit facility also served to collateralize certain letiers of credit
aggregating $19.5 million and $9.6 million, respectively, issued by us in the normal course of business.

Contractual Obligations .. : S _ ;
: T i : ot : T .
The following table summarizes our contractual obligations as of December 31, 2006 (in thousands): :

Fiscal Year

2007 2008 2009 2010 011 Thereafer  Total
Notes payable (1} ............... $22,274 -$28,097 $26,893 $48,320 - $86,367 .$§ — - $211,951
Capital lease obligations (2) ....... 661 - 657 ' 648 328 68 — 2,362
Operating lease obligations (3) . .... 13,329 12933 - 12,851 12,523' 11,947 . 64,-591 - 128,174
Cash holdback (4) ............... 14203 0 = s s T — 14,203
Total contractual obligations ... ... $50,467 $41,687 - $40,392 $61,171 $98, 382 S64, 591 $35'6,690

1 . . LA

(1) Amounts represent contractval amounts due, including interest.
. R . . N 3

E
"

(2) Amounts represent contractual amounts due,‘inclu'ding interest, with initial or remaining lease terms in
excess of one year. :

(3) Amounts represent minimum contractual amounts, with initial or remaining lease-terms in excess of
one year. We have assumed no escalations in rent or changes in variable expenses other than as
stipulated in lease contracts. J

(4) Amounts represent the cash holdback payable in cash in connection with the MHA acquisition:

' . : . “ :
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Off-Balance Sheet and Other Financing Arrangements

At December 31, 2006 and 2005, we did not have any relationships with unconsolidated entities or financial
partnerships, such as entities often referred to as structured finance, variable interest or special purpose, which
would have been established for the purpose of facilitating off-balance-sheet arrangements or other contractually
narrow orlimited purposes. In-addition, we do not engage in trading activities involving non-exchange traded
contracts. As such, we are not materially exposed to any financing, liquidity, market or credit risk that could arise
if we had engaged in such relationships. We do not have relationships or transactions with persons or entities that
derive benefits from their non-independent relationship with us or our related parties other than what is disclosed
in “Item 8. Financial Statements and Supplementary Data—Notes to Consolidated Financial Statemenis—
Note 11.” . - .

Potential Fluctuations in Quarterly. Results and Seasonality .

. [} . . . . ' ) - s

Due to the regional and seasonal fluctuations in the hospital patient census and staffing needs of our hospital
and healthcare facility clients and due to the seasonal preferences for destinations of ‘our. temporary healthcare
professionals, revenue, earnings and the number of temporary healthcare professionals on assignment are subject
to moderate seasonal. fluctuations. Many of our hospital and healthcare facility clients are located in areas that
experience seasonal fluctuations in population during the winter and summer months. These facilities adjust their
staffing levels to accommodate the change in this seasonal demand and many of these facilities utilize temporary
healthcare professionals to satisfy these seasonal staffing needs. This historical seasonality of revenue and
earnings may vary due to a variety.of factors and the results of any one quarter are not necessarily indicative of
the results to be expected for any other quarter or for any year.

Inflation . *- ) n

Although inflation has abated during the last several years, the rate of inflation in healthcare related services
continues to exceed ‘the rate experienced by the economy as a whole. Our contracts typically provide for an
annual increase in the fees paid to us by our clients based on increases in various inflation indices allowing vs to
pass on inflation costs to our clients. . -

Recent Accountlng Pronouncements

In JuIy 2006 the FASB issued FASB Interpretauon No. 48 (FIN 48), Accounting for Uncertainty in Income
Taxes,” which prescribes a recognition threshold and measurement process for recording in the financial
statements uncertain tax positions taken or expected to be taken in a tax return. Additionally, FIN 48 provides
guidance on the de-recognition, classification, accounting in interim periods and disclosure requirements for
uncertain tax positions. We will adopt FIN 48 as of January 1, 2007, and any material adjustment resulting from
the adoption of FIN 48 will be recorded as an adjustment to retained earnings in our consolidated balance sheet
as of that date. We are currently evaluatmg the lmpact of adopting FIN 48.

In" September 2006, the Securities and Exchange Comm1_551on (SEC) issued Staff Accounting Bulletin
- No. 108 (SAB No. 108), Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in

Current Year Financial Statements, which provides interpretive guidance on the consideration of the effects of

prior year misstatements in quantifying current year misstatemments for the purpose of a materiality assessment.
SAB No. 108 is effective for fiscal years ending after November 15, 2006, We have adopted SAB No. 108 for
our fiscal year ended December 31, 2006, and the adoption had no material impact on our consolidated financial
statements. :

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157
(SFAS No. 157), Fair Value Measurements. SFAS No. 157 defines fair value, establishes a framework for
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measuring fair value in generally accepted accounting principles, and expahds disclosures ‘related to fair value
measurements. This Statement applies under other accounting pronouncements that require or permit fair value
measurements, the Board having previously concluded in those accounting pronouncements that fair-value is the
relevant measurement attribute. Accordingly, SFAS No. 157 does not require any new fair value measurements.
However, for some entities, the application of this Statement will change current practice. We are required to
adopt SFAS No. 157 beginning Januvary 1, 2008, and we are currently assessing the |mpacl if any, the adoption
of SFAS No. 157 will have on our consolidated financial statements. ’ I )

Special Note Regarding Forward-Looking Statements _ C o

This Annual Report on. Form 10-K contains “forward-looking statements™ within: the' meaning of "

" Section 27A of the -Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934,
‘as amended. We based these forward-looking statements on our current expectations’and projections about future

events. Our actual results could differ materially from those discussed in, or implied by, these forward-looking "

M s

statements. Forward- Iooking statements are identified by. words such as “believe,” “anticipate,” “expect,”
“intend,” “plan,” “will,’ 7 “may” and ‘other similar. expressions. ‘In addition, .any statements that refer to

expectatlons projections or other charactenzatlons of future events or circumstances .are, forward- looklng-
statements. The following factors could cause our actual resu]ls to differ materially from those implied by the .

: forward- Iookmg slatemems in this Annual Report: - .. = * A

* our ability to cominué to ‘recruit qualified temporary and permanent healthcare professionals at
reasonablc costs; ’
LI A oy o (N 1 El ] P ‘e- .
~ s . our ab:llty to retam quallﬁed temporary healthcare professionals for muluple assngnmems at reasonable
s ' *COSsts; . , . : . "o

. - e b T [ T
. : LA ' .

* " our ability to attract and retain sales and operational peréonne];

= our ability to enter into contracts with hospltals healthcare facility clients, affiliated healthcare networks
and physician practice groups on terms attracuve to'us and to secure orders related to those contracts;

= our ability to demonstrate the value of our services to our healthcare and facilily clients;

’ 5

« changes in the nmmg of hespital, healthcare facility and physman practice group clients’ orders for
- temporary healthcare profess;onals

+ the general level of patient occupancy at our hospital and healthcare facility clients’ facilities;

+ the overall level of demand for services offered by temporary and permanent healthcare staffing
providers;

= the ability of our hospital, healthcare facilit)f and physician practice group clients to retain and increase
the productivity of their permanent staff;

-+ the variation in pricing of the healthcare facility contracts undcr which we place temporary hea]thcare
professionals;

* our ability to successfully implement our strategic growth, acquisition and integration strategies;
* our ability to leverage our cost structure;
*+ access to and undisrupted performance of our management information and communication systems;
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« . -the effect of existing or future government legislation and regulation;

- our ability to grow and operate our business in compliance with legislation and regulations;

.+ thechallenge to the classification of certain of our healthcare professionals as independent contractors;:

B . . LS

« the impact of medical malpractice and other claims asserted against us; . , -

« the impact on our earnings related to share-based payment awards due to changes in accounting rules;

.+ < the disruption or adverse impact to our-business as a result of a terrorist attack;. -

oL e ‘ S _

= our ability to carry out our business strategy and .maintain sufﬁcnent cash flow and caplta] structure 1o
" support our busmess .

VA S .
s the loss of key ofﬁcers and managemem personnel -that could adversely affect our ability to remain
‘ compeuuve, e . N .
- o ’ . -

. the effect of recogmtlon by us of an impairment to goodw:ll and
+. . the effect of_adjustments by us to accruals for self-insured retentions. v "

Other factors that could cause actual results to differ from those implied by the forward- -looking statements
in this Annuat Report on Form 10-K are more fully described in the:"Risk Factors” section and'elsewhere in this-
Annual Report on. Form 10-K. We undertake no obllgatlon to update the forward-looking statements in this
ﬁlmg References in this Annual Report on Form 10-K to “AMN Healthcare,” the “Company * “we,” “us” and

“our” refer to AMN Healthcare Services, Inc: and its-wholly owned subsidiaries. . b

w
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Item 7A. Quantitative and Qualitative Disclosures about Marker Risk

'Market risk is the risk of loss arising from adverse changes in market rates and'prices, such as interest rates,
foreign currency exchange rates and commodity prices.

During 2006 and 2005, our primary exposure to market risk was interest rate risk associated with our debt
instruments. See “ltem 7. Management’s Discussion and Analysis—Liquidity and-Capital-Resources—Financing
Activities” for further description of our debt instruments and interest.rate swaps. Excluding the effect of our
interest rate swap arrangements, a 1% change in_interest rates on our variable rate-debt would have,résulted in
interest expense fluctuating approximately $2.2 million in 2006 and $1.1 million in 2005. Considering the effect
of, our interest rate swap arrangements, a 1% change.ih interest rates on our variable rate debt” would have
resulted in interest expense fluctuating approximately $0.4 million in 2006 and $0.3 million in 2005..

Our imtemational operations create exposure to foreign currency exchange rate risks. We believe that our
foreign currency risk is immaterial.
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Report of [ndependent ‘Registered Publlc Accountmg Firm

'
.

The Board of Directors and Stockholders ‘
- AMN Healthcare Services, Inc.:

We have audited the accompanying consolidated . balance sheets. of AMN Healthcare Services, Inc. and

subsidiaries (the Company) as of December 31, 2006 and 2005, and the related consolidated statements of

operations, stockholders’ equity and comprehensive income (loss), and cash flows for each of the years in the
three-year- period ended December 31, 2006. In connection with our audits of the consolidated ;financial
statements, we also have audited the financial statement Schedule I1. These consohdated financial statements and
financial -statement schedule are the responsibility ‘of the Company’s management. Our. responsibility is to
express an opinion on these consohdated financial statements based on our audits. . R

We conducted our dudlts in accordance with the standards of the Public Company, Accountmg Oversrght Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material’ misstatement. An audit includes examtmng. on a test basis,
evidencé supportifg. the amounts and disclosures in the financial statements, A audit also includes assessmg the
aecountmg pnncrples used and significant estimates made by managemient, as well as evaluaung the overal]

ﬁnane:a] statement presentauon We believe that our audlts provide a reasonable basis for our opmlon

MRS

4

ln our _opinion, the eonsohdated financial statements referred to above present falrly, in all material respects, the
financial position of AMN Healthcare Services, Inc. and sub51d1anes as of December 31, 2006 and 2005, and the
results of their operations and their cash flows for each of the years in the three- -year. penod ended December 31,
- 2006,. in conformity with U.S. generally accepted accounting principles. Also; in our* op1mon the related
financial statement Schedule I1, when considered in relation to the basic consolidated financial statements taken
as a whole, presents fairly, in all material respects, the information set forth therein.

As discussed in Note | to the consolidated financial staternents, effective January 1, 2006, the Company adopted
-Statemem of Fmancral Accountmg Standards No. 123(R), Share- Based Paymem

. We also have audited, in accordance with the standards of the Public Company Accountmg Oversight Board
.(United States), the effectiveness of the ‘Company’s internal control over financial reporting as of December 31,

" 2006, based on criteria estabhshed in Internal Control—-integratecl Framework. issued by the Commrttee of -

Sponsoring Organizations of the Treadway Commission (COSQ), and our report dated March 8, 2007 expressed
an unqualified opinion on management’s assessment of, and the effective operation of, internal control over
ﬁnancml reporting. '

-
i

fs/f KPMG LLP

San Diego, California
March 8, 2007
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AMN HEALTHCARE SERVICES, INC. -

CONSOLIDATED BALANCE SHEETS_
(in thousands, except par value) '
December 31, December 31,
R 2006 . - 2005
. ASSETS ~ ‘ *
Current assets: ’ - ' ST ‘-
Cashandcashequwalents..‘...................‘ ...... e $ 44220 % 19,110
Accounts réceivable, net of allowance of $3,250 and $2 375.at December 31, Ter s o .
2006 and 2005,'respectively ... L e s 1192716 - - 154,926 '
Prepaid expenses ............. P R PR e 10,452 12,763
, Income tax receivable ... .. R —_— . 8,311
* 4 ‘Deferred income taxes, net B S - o e s 26,275' 31,305 o
T Othercurrem'asse[s e PIPII e R O S 1,990 - .- - 1,848 o
Total cufrent dssets ...~ T L. 7235855 228,263 !
" Fixed asscts net .......... S e S R ..'. S 123,236 20,164 :
. Deposus and other assets L .7.'. ...... D ' e e ) ) 5,982 7,964 '
- Goodwill, net ...0........ ST PO e Lo | 240,719 240,844 :
Intanglble assets,net ...... e e s .J'. e s 116,389 121,152 b i
Total assens....-._.-.:.;..' .......... et 36221810 8618387 |
r LLABILITIES AND STOCKHOLDERS’ EQUITY g , . . '
: Currenl hablhues e . L . .
Bank overdraft ..... ....... e $ 10353 % . — :
Accounts payable and accrued expenses . ......... . o e 20,273 19,092 !
. Accrued compensation and benefits . ... .. pr e e . 42,585 32208 !
Income taxes payable ......... e e S L2127 — :
Current portion of notes payab]e ..... e e e 12,501 10,250
Deferred TEVENUE ... ..t PR e R e 6,397 -, - 7610 S
Other current liabilities +.............. ... ... DS S 25,731 59,018 ‘ '
. Total current liabilities ~. :. . ... ..... B R TR I Gl 120967 128,178 '
Notes payable, less current portion ....»>. .. ... N T T LR 160,479 ;194,750
Deferred income taxes, net ... 7, ...... ... .. ..... . T 69,365 .- 65,132
- Otherlong-term liabilities ........... ... ... . .. 26,824 - 37,127
Total Habilities - . ..\ v\ o ee e S " 377,635 425,187
Commitments and contingencies -
Stockholders’ equity: . .
. Common stock, $0.01 par value; 200,000 shares authorized; 45,199 and 43,747 ‘ :
~ shares issued at December 31, 2006 and 2005, respectively ............... , 452 437 \
Additional paid-in capital ........ e e © 382,098 355,762
Treasury stock, at cost (10,615 and 12,551 shares at December 31, 2006 and
© 2005, respectively) . ..o o (183,182). (210,529)
Retained (7513111174 S N R 45,036 - 47,784
Accumulated other comprehenswe income (Joss) ... . 142 (254)
Total stockholders’ equity ... 244,546 193,200
. o - Total liabilities and stockholders’ equity . ........................... $ 622,181 3 618,387
See accompanying notes to consolidated financial statements. -
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AMN HEALTHCARE SERV!CES INC

A " 1CONSOLIDATED STATEMENTS OF, OPERATIONS
(in thousands, except per.share amounts)

v Years Ended Decerr.lber 31,
, 2006 2005 2004
Revenue ... 0......... L . e $1,081,703 $705,843 $629,016 -
COStOf TEVEMUE . ... i\ttt s o eeeens s [ L RT 792,415 535,608 - 484,654
Gross profit ... oo e DT 289088 170235 144,362
Operatmg expenses: ' . L
Selling, general and administrative .. ... .. ... .. ... ... ... . ... 205,499 117,326 102;186
Depreciation and amortization . ........ .. ... .00 0 oo 10,325 6,179 - 5,837
Total operating l;xpenf,es ...... e e 215,824 123505 108,023
‘Income from operations ............ gt R 73,464 46,730 _36,33?
Interest expense, net . . . . 16,698 ° 9, 565 '8.440
Income before inCOME taxes ............c.oveirueenrinn s, -56,766 ~:37,165- 27,899
Incomé taX expense ......... e 21,675 % 14,931 10,553
Net income ........ e e PR $ 35091 $ 22234 % 17,346
Net income per common share ' " . . C .
Basic ................ U A y e $ 107 $ -076 $ .061
Diluted .. ... A ORI $ 102 $ 069 § 055
Weighted average common shares outstanclmg: ' - o
BASIC ..t e 32,662 29,130 28,248
Diluted . . ..o 34,504 32,118 " 31,369

See accompanying notes to consolidated financial statements.
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) " % - ! ' i i ! i 4
1 4 . 7 +
i - %..  AMNHEALTHCARE SERVICES, INC. ,
SRS CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY AND
‘ . COMPREHENSIVE INCOME (LOSS).. ’ .- ’
) . - Years Ended December 31 2006, 2005 and 2004 ) | B
Cev e LT Pl . Y+ . (in'thousands) ’ :
T . o o Sre : .
' - . o ‘ e e Retained Accumulated .
v R - s . Additional Earrings - “. Other '
‘ "':: R o R M _Paid-in.  Treasury (Acciumulated ' Comprehensive
SRR L e . .. Shares Amount  Capital ‘Stock © Deficit) - - Income (Loss) -Total
..., Balance, December 31,2003 . ... .. ... .0 42907 $430  SM9595  $(249428) -$ 15809 . - (309) $116.097
’ . Transaction costs related 102003 . : : B St
.} répurchase of cormnon stock 0" ) T : e .
COLeASUIY - L.t i e e e — — — (1w . — —_ v (110)
Exercise of stock options .. ....... P 224 2 2,041 H— o= ' — T2.043
., Incomie tax betiefi t from stock opuon R e o o ’
T % N . . A - LI
‘ .. s-exercises.. ._'. e s S — — 70 - 7 e P " 70
Stock based compensauon ....... : [P — T — 750 - - o= S h s . 750
Comprehcnswe income (loss): .~ ., - o ‘ ' o I
ey Forclgn currency translation adjustmem —_ — J— - e ) I 8) .
Unrcahzcd gain for détivative fmancml ) o o Lot o
.. instruments, net of Gax- . ..% .. . .- G L — — - - = ‘588, ¢ 588 .
Netmcorne....'.‘.:‘.....’—‘...."..‘. ‘ — — = oL 17346, 0 = . *17,346-
. o - - T oy c : ; i 4 W —
. Total comprehenswe income . ... S T m N o UL et LT 17926
ST Balance, Decerriber 31, 2004500000 43221 432 3S2as6 (49538) L 3RISS . 270° ' 136,776 -
K - Issuance costs of common stock ...l — — . == — (544) - - . (544)
* Issuance of treasury slock e o — T — Soo— T 39,009 S0y — 31,948
Exercise of stock options ... ..... e 526 =5 7 2855 r— L = " - + 2,860
% ; Income tax beneﬁt from stock opnon o o S .
‘ ) exemses ........................... [ — 309 - = = T
' Stock based compensauon — — 142 — — ‘ — Ty 142
_ Comprehenswe income (loss) D
v, Forelgn cumency translation ad_]ustmenl — — — — — (82) (82)
Unreal lzcd loss for derivative financial i .
" instruments, net of tax .. ......... e — — — — — (443) (443)
" Netinédme.......................... — — — e 22,234 - 22,234
“Total éorﬁ'prehl:nsive income ........ - l . . 21,709
'+ Balance, December 31,2005 . . . . folo. 43747 8437 $355762 © $(210,529)  $47.784 $(254) T $193,200
: Repurchase of common stock mto o : . Yo ) o L - :
Yo treasury L.l .. .. S : — — — {37,534) — , P— (37,534)
O .t -Issuance of treasury stock for acqmsmon : i “ - .
' CAMOBL ... te e - — — = 12,087 a4n T = 10,660 -
- Exercise of stock options ..... . T I 1 15 © 10,553 52,794 (36,412) -— - 26,950
. _.*Income tax beneﬁt from stock option . .
i exercnses.ﬁ...-".-. .............. e — — 8,980 - — = — . " 8,980
o 'SIock -based cornpensallon ...... e t— — 6,8Q3 — — — 6.803
) Comprehenswc income (loss): - ) L, )
P Forelgn currency tr.mslanon vr .- . : P . e ,
'_'« ' ad]ustment". A — - = — —_ 3y - (13) -
Lo - Unreahzed gain for derivative fmancnal . . ’ !
' - instruments, netof tax ..........0.. — — — — - 409 - 409
Net income ..... . ... ... .. ... " L — — R— — 35,091 —_— 35,091
Total comprehensive i mcome R : 35487
. Balance, December 31,2006 ............ 45,199 .$452  $382008 $(183,182)  $ 45036 $142 - . $244,546
See accompanying notes to consolidated financial statements:
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AMN HEALTHCARE SERVICES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
«(in thousands): .

- N . . '

Years Ended December 3,

) ¢ 2006 2005 2004
Cash flows from operating activities: '
NeLINCOME ...t et it e it et et a e e e $35091 § 22234y § 17346
Adjustments to reconcile net income 1o net cash provided by Upera[mg activities, net of effects from . '
acquisition: i o
v+ Depreciation and amortization .. .=, ..., .. ..o, P e 10,325 -« 6,179 . 5,837
. Provisionforbaddebts .. ...... ... ... ... ... Lo e 2,809 1.738 173
Noncashlnlerestexpense....I.........................: ...... [ 3,516 2,747 1,449
--Provision for deferred income taxes™. . ........ ... i A S A . 18,077 197 4,086
- Non-cash stock-based compensation ........... e e e . 6.803 142, 750
'Excess tax benefit from stock option exercises ... e e (9,232) - —
(Gain) loss on disposal or sale of fixed assets . ........ ... . ... .. oo 163 9 81
Changes in assets and liabilities, net of effects from acquisition: . A .
Accounts receivable ..., ... PR PO (40,599) (474) 8,394
. Prépaid expenses and other current assels S S 2,002 1,829 2,792
" Deposits and other assels .. ......%...%.......... e 2,230 (1,463) (370}
Accounts payable and accrued cxpcnses ....................................... 1,181 (1,204) (764)
Accruedcompensauonandbenct'ts........‘........-*:.........,.....::.'..' ...... 10,377 + 560 (2,423)
Income taxes payable ............. A N 11,452 (10,467) (1,152).:
Other liabilities ............. e e e 343 ., 3.261 2,839
Net cash provided by operating activities .. .............cooiiiiiiiinnn. ... 54,538 44000 39,038
Cash flows from investing activities: . o ' .
Purchase and developmem of fixed assets PR A e 9,714) (3,818) (5,061)
Cash paid for acquisitions, net of cash received ............ [P R (35,963 (111,508) . —_—
Net cash used in investing activities ............ ... .. ... i i i i, (45,677y  (115,326) . (5,061).
Cash flows from financing activities: .
Capital leaserepayments .. .. .......cooiveonnn... e e e e « {544) (364) (339)
Proceeds from issuance of notes payable .. ... ... ... . i e 31,600 205,000 —
Payment of financing COSIS .. ... i e e e e (327) (4,904} (258)
Payments on notes payal:le ......... e e (63,220} ¢+ (107,218) (37,177
Payment on termination of denvauve COMITACT Lt v vttt ie et e iate ettt b et caee e i eieenennn (46) —_ —_
Repurchase of common stock <. ... 0. oottt e P {37,534) C— (110)
"+ Proceeds from exercise of stock options .. ........ P e P . 26,950 . 2,316 2,043
Excess tax benefit from stock option eXercises . ... ... 9,232 — —
Change in b.mk overdraft, net of effects of acquisition ............ e PP Lol 10,353 (8,310 1,093 -
.Net cash' provided by (used in) financing activities~........ ... e . (23,536) 86,520  (34.743)
Effect of exchange rate changes 0n cash ..........oovvviiuien e e e (13) (82) (8)
Net increase (decrease) incash and cashequivalents . ......... .. . . o it irii i, (14,688) 15,202 (779
Cash and cash equivalents at beginning of year .............ooo 19,110 3,908 4,687
Cash and cash equivalentsatend of year:- ... ... ... ... .. .. .. ... fe s - §4422 § 19,110 § 3908
Supplememal disclosures of cash flow information: Lo o
., Cash paid for interest (net of $70, $39 and $32 capitalized in 2006 2005 and 2004, rcspcctwely) .. $13900, %. 7070 § 7354
* Cash (received) paid for income taxes ................ e e L LA $(7906) 3 6354 3 7.584
Supplemenml disclosures of noncash’ mvesnng and ﬂnancmg activities: ] '
, Fixed assets acquired through capital leases ... . ...-.... ... ... . ... .as. I $§ 793 % 591 % 28
Net change in foreign currency translation’ adjuslmcnt and unrealized gain (loss} on derivative . )
financial instraments, netof tax . ...........0.... e e ;o % 396 % (525) § 580
Issuance of treasury stock for acquisitioneamout ............. i $ 10,660 — —
Fair value of assets acqulred in acqulsmons net of cash recelvcd ST P $ — 'S salat 5 —
Goodwill . ... 0 s L ST IR e e — 105,395 - -
Intangible assets ............. ... ... ..., P e N — 115,650 —
o LIabilIes BSSUMEE & v\ttt ettt ettt et et e e e e e e e e — (57,807) —
"Holdback provision .- ...... [, e s — (13,904) —
‘Bam-outliability .. ... ... ... .. . e — (45,831) —_
Deferred tax lability . .. ... ... . ittt ittt e e — (44,188) —
Treasury Stock ISSUE .. 0.ttt e e S S — " (31,948)" -
Net cash paid for acquisitions .. ..... ... ... o 5 — S$111508 § —
- . 1 L - B
I : See accompanying notes to consolidated financial statements.
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) AMN HEALTHCARE SERVICES INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2006,°2005 and 2004

L
¥

8} Summary of Srgmi' cant Accountmg Policies

v .

(a) General'

AMN Healthcare Services, Inc. was incorporated in Delaware on November 10,.1997. AMN, Healtheare
Services, Inc. and its subsidiaries recruit and place phymcnans nurses and allied health professionals nationally
and mtemattonally on a temporary or permanent basis at acute-care hospitals and other healthcare facilities

throughout the United' States. AMN Healthcare Services, Inc. and its subsidiaries collectively are hérein referred *

to as “the Company”.

On November 2 2005, the Company completed its acquisition of The MHA Group, Inc. and subs1d|ar1es a -

“Texas corporatton (“MHA"). MHA, through its wholly-owned subsidiaries, provides temporary physncmn nurse
and alhed healthcare stafﬁng services as well as physician and alhed healthcare permanent placemem services.

- -,

'(b) Pnnc:ples af Consolidation ' . I !

The accompanymg consolidated financial statements mclude the accounts of AMN Healthcare Services, Inc.
and its subsndtanes All mgmﬁcant intercompany balances and transactions have..been’ eliminated in
consolidation.”

{c) Cash and Cash Eqmvalents

‘ The Company considers all highly liquid investments with an original maturity of three months or less to be

.cash equivalents. Cash and cash equivalents include curreiicy on hand, deposits with financial institutions and
" highly liquid investments. At December 31, 2006 and.2005, the Company-held $326,000 and $310,000,
.tespectively, in a collateral trust account restricted for use related to.a professional llab1l:ty insurance agreement.
" Cash and cash equivalents were $4,422,000 and $19,110,000 at December 31, 2006 and 2905 _respectively.

- -

. (d) Fixed Assets *

Furniture, equipment, leasehold improvements and software are recorded at cost less accumulated
amnortization and depreciation. Equipment acquired under capital leases is recorded at the present value of the
future minimum lease payments. Major additions and improvements are capitalized and maintenance and repairs
are expensed when incurred. Depreciation on furniture, equipment and software is calculated using the straight-
line method based on the estimated useful lives of the related assets. (generally three to five years). Leasehold
improvements and équipment obtained under capital leases are amortized over the shorter of the term of the lease
or their estlmated useful life, Amortization of equipment obtained under capital leases s mcluded w1th
_depreciation expense in the accompanymg consolidated financial statements. -

Costs mcurred to develop mtemal use software during the application development stage are capltahzed and
recorded at. cost. Application development stage  costs, generally include costs associated with internal-use
software configuration, coding, installation and testing. Costs of significant upgrades and enhancements  that
result in additional functionality, also are capitalized, whereas costs incurred for maintenance and minor upgrades
- and enhancements are expensed as incurred. Capltaltzed costs are amortized using the stratght-ltne method over

three to five years once placed into serv1ce .

- The Company reviews long-lived assets for impairment annually and whenever events or changes in
circumstances indicate that the carrying.amount of an asset may not be recoverable. Recoverability of assets to be
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AMN HEALTHCARE SERVICES, INC.
NOTES TO CONSOLIDATED FINAN C‘IA.L‘ STATEMENTS - (Continued)

held and used is nieasured by a comparison of the carrying amount of.an asset to the future undiscounted net cash
flows that are.expected to be generated by the asset. If such ‘assets are considered to be impaired, the impairment
to be recognized is measured by the amount by which the carrying amount of the assets excee_ds-'the-fair value of
the assets. Assets to be disposed of are reported at the lower of the carrying amount or fair value less costs to sell.

“fe) Goodwill .- ‘

The excess' of purchase price and related costs over the fair.value of net assets of entities acquired ' is
recorded ‘s goodwill. In accordance with SFAS No. 142, Goodwill and Other Imangible Assets, the Company
cevaluates goodwill annually for impairment at the reporting unit level and whenever circumstances, occur
indicating that goodwill might be impaired. The performance of the test involves a two- -step procéss. The first
step of the impairment test involves comparing the fair value of the Company’s reporting units with the reporting
unit’s carrying amount, including goodwill. The Company generally determines the fair value of its reporting
units using the expected present value of future cash flows, giving consideration to the market’ valuation
approach. If the carrying amount of the Company $ reporting units exceeds the reporting unit’s fair value, the
Company performs the second step of the goodwill impairment test to- determine the amount of i impairment loss.
The:second step of the goodwill impairment test involves comparing the implied fair value of the Company’s
reportmg unit’s goodwill with the carrylng amount of that goodw1ll

.o Pnor to ﬁscal year 2005 the Company disclosed one reportable segment, healthcare stafﬁng for hospitals
and healthcare facilities. With the acquisition of MHA-in'November 2005, the Company disclosed two reportable
-segments nurse and allied- healthcare staffing: and' physician- staffing. Effective April 1, 2006, .the Company
. disclosed three- reportable segments: nurse and. allied;healthcare staffing,~locum.tenens staffing (temporary
physician -staffing) and physician: perm'ariem placement services, The locum tenens staffing and’ physician
permanent placement services segments are separate operating segments that were aggregated into the physician
slafﬁng reportable segment pnor 10 Aprll 1, 2006: : : ' . S

When SFAS No. 142 was issued in 2001, the Company adopted December 31% of each year as its annual
impairment testing date. In 2006, subsequent to the aoqui_sition of MHA and disclosure of the two additional
reportable ‘segments, the Company elected.to change its ‘annual. impairment testing date to-October 315t of each
year; commencing October 31, 2006, Changing the testing ‘date._to:October 31 will allow the Company more
time “to -accurately, complete its impairment testing process :in. order -to -incorporate the results in its annual
financial statements and timely -file those statements with 'the- Securities and+Exchange Commission.. The
Company performed the‘annual impairment test at December 31,:2005 and October 31, 2006 and.determined
there.was no 1mpa1rment of goodwill. No events have occurred subsequent to October 31, 2006 that indicate
1mpamnent may have occurred

- "(f) Inmngible Assets l . , ' - :

Intangible assets consist of identifiable intangible assets acquired through the Company’s acquisition of
MHA in’November 2005, debt issuance costs ‘related to the Company’s credit facility and other noncompete
covénants' from previous - acquisitions. Identifiable mtangrble assets acquired through the acquisition of MHA
include tradenames and trademarks, customer relationships, noncompete agreements and staffing databases.
Amortizable intangible assets, which do not include those tradenames and trademarks ‘with an indefinite life, are
amortized using the straight-line- method over their useful lives: Debt issuance costs are deferred and amortized
to interest expense using the effective interest method over the respective term of.the credit facility. Noncompete

covenants, including-those-acquired throngh the acquisition of MHA, as well as other acquisitions, are amortized

using the straight-line method over the life of the related agreements: Indefinite lived intangibles, comprised of
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AMN HEALTHCARE SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

indefinite lived tradenames and trademarks, are not amortized and are instead reviewed for impairment annually
in accordance with' SFAS No. 142, Goodwill and Other Intangible Assets. This reviéw includes comparing the
fair value of the Company’s indefinite lived intangibles with.their carrying amount. If the carrying amount
exceeds the fair value, the Company records the excess as an impairment loss. The Company performed the

annual impairment test at December 31, 2005 and October 31, 2006, consistent with the goodwill impairment test

described in Note 1(e), and determined there was no impairment. No events have occurred subsequent to
October 31, 2006 that indicate impairment may have occurred. SFAS No. 142 requires that intangible assets with
estimable useful lives continue to be reviewed for impairment in accordance with SFAS No. 144, Accounting for
the Impairment or Disposal of Long-Lived Assets. The Company has reviewed its amortizable intangible assets
for impairment and determined that there was no impairment at December 31, 2006 and 2005. :

(g) Insurance Reserves

. .The Company maintains an accrual for incurred, but not reported, claims arising from self-insured health
benefits ‘provided to the Company's nurse and allied heatthcare professionals, which is included in accrued
compensation and benefits in the consolidated balance sheets. The Company determines the adequacy of this
accrual by evaluating its historical experience and trends related to both health insurance claims and payments,
information provided by its insurance broker and third party administrator, as well as industry experience and
trends. If such information indicates that the accruals are overstated or understated, the Company reduces or
provides for additional accruals. The Company's accrual at December 31, 2006 was based on (i) a-monthly
average of the Company’s actual historical health insurance claim amounts.and (ii) the average period of time
from the date the claim is incurred to the date that it is reported to the Company and paid. The Company believes
this is the best estimate of the amount of incurred, but not reported, self-insured health benefit claims at year-end.

As of December 31, 2006 and December 31, 2005, the Compariy had $2.0 million and $2.4 million, respectively, 7

accrued for incurred, but not reported, health insurance claims. Historically, the accrual for health insurance has
been adequate to provide for incurred claims and has fluctuated with increases or decreases’in the average
number of temporary healthcare professionals on assignment, changes in our claims experience and changes in
the repor‘ung and processing time for claims.

at od . .

The Company maintains, an accrual for professional liability self-insured.retention limits; net of insurance
recoverable, which is included in accounts payable and accrued expenses and other long term liabilities in the
consolidated balance sheets. The Company determines the adequacy of this accrual by evaluating its historical

experience and trends, loss reserves established by the Company’s insurance carriers,” management and third--

party administrators, as well as through the use of independent actuarial studies. For the nurse and allied
healthcare staffing segment, the Company obtains updated actuarial -studies on a regular basisthat use the
Company’s actual claims data and industry data to determine the appropriate reserves for incurred, but not

reported, professional liability claims for each year, and reserves for reported claims are based upon loss reserves

established by management and the Company’s third party administrators. For the locum tenens staffing
-segment, the Company obtains updated actuarial studies on a regular basis that primarily utilize industry data to
determine the appropriate reserves for both reported claims and incurred, but not regorted, claims. As of
December 31, 2006 and December 31, 2005, the Company had $14.5 million and $13.9 million, respectively,
accrued - for professional liability retention of which.the current’ portion is $2.0 million and $1.9 million,
respectively. - Do

The Company maintains an accrual for workers compensation self-insured retention limits, which is
included in accrued compensation and benefits and other long term liabilities in the consolidated balance sheets.
The Company determines the adequacy of this accrual by evaluating its historical experience and trends, loss
reserves established by the Company’s insurance carriers and third party administrators, as well as through the

45




AMN HEALTHCARE SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

use of independent actuarial studies. The Company obtains updated actuarial studies on a semi-annual basis that
use the Company’s payroll and actual claims data, as well as industry data, to determine the appropriate reserve
both for reported claims-and incurred, but not reported, claims for each policy year. The actuarial study for
workers compensation provides the Company with the estimated losses for prior policy years and -an estimated
percentage of payroll compensation to be accrued for current years. The Company records its accruals based on
the amounts provided in the actuarial study and believes this is the best estimate of the Company’s liability for
reported claims and incurred, but not reported, claims as of December 31, 2006 and December 31,2005, As of
December 31, 2006 and December 31, 2005, the Company had $9.3 million and $10.1 million, respectively,
accrued for workers compensation claims of which the current portion is $2.8 million and $3.0 million,
respectively. :

(h) Accounts Receivable and Allowance for Doubtful Accounts

The Company mamtams an allowance for doubtful accounts for estimated credit 1105585 resultmg from
collection risks, including the mab:lny of customers to make. requlred payments. This results in a provision for
bad debt expense. The allowance for doubtful accounts is reponed asa reducuon of accounts receivable in the
consolidated balance sheets. The adequacy of this allowance is determined by evalua(mg historical delinquency
and write-off trends, the credit risk for individual customer receivables, the financial condition and credit history
of each customer, historical payment trends, and. current economic conditions. If the financial condition of the
Company’s customers were 1o de[enorate resultmg in an impairment of their ability to. make p.lyments
additional allowances would be provided.

(i) Concentration of Credit Risk

The majority of the Company’s business activity is with hospitals located throughout the United States.
Credit is extended based on the evaluation of each entity’s financial condition, and collateral is generatly not
required. Credit losses havé beén within management’s expectations. 'No single client healthcare system
exceeded 10% of revenue for the years ended December 31, 2006, 2005 and 2004. '

The Company’s cash and cash equivalents are also financial instruments that are exposed to concentration of
credit risk. The Company places its cash balances with high- -credit quality and federally insured institutions. Cash
balances with any one institution may be in excess of federally msured limits or may be invested in a
non-federally insured money market account.

(7) Revenue Recognition

Revenue consists of fees earned from the permanent and temporary placement of hea]thcare professionals.
Revenue is recognized when eamed and realizable and therefore when the following criteria have been met:
(a) persuasive evidence of an arrangement exists; (b) services have been rendered; {c) the fee is fixed or
determinable; and (d) collectibility is reasonably assured. For temporary placements, revenue is recognized in the
period in which services are provided based on hours worked by the temporary healthcare professionals. For
permanent placemems revenue is recognized over the estimated maximum service period on a straight-line basis.
Any fees that are billable on a contingent basis are recognized once the contingency is resolved over the
remaining estimated maximum service period. Billings in excess of revenue are recorded as deferred revenue in
the accompanying consolidated balance sheets.

(k) Advertising Expen'ses

Advertising costs are expensed as incurred. Advertising expenses were $9,832, OOO $8,166,000 and
$8,132,000 for the years ‘ended December 31, 2006, 2005 and 2004, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

(D) Income Taxes

The Company records income taxes using the asset and liability method. Deferred tax assets and liabilities
are recognized for the future tax consequences autributable”to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax basis. Deferred tax assets and liabilities
aré measured using enacted tax rates expected to apply to taxable income in‘the years in-which those temporary

differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in

tax rates is.recognized in operations in the period the changes are enacted. If it is more likely than not that some
portion or all of a deferred tax asset will not be realized, a valuation allowance is recognized.

(m) Fair Value of Financial Instruments

The carrying amounts of cash and cash equivalents, accounts receivable, income lax receivable, bank

" overdraft, accounts payable and accrued expenses, accrued compensation and beneﬁls income taxes payable and

other current liabilities approximate their respective fair values due to the short- term nature and liquidity of these

financial instruments. The carrying amounts of notes payable approx1male their fair value, as the instruments’
i

interest rates arc comparable to rates currently offered for 51m1]ar debt instruments of comparable maturities.

‘Derivative financial instruments are recorded at fair valie based on dealer quotes The acquisition price holdback

liability is recorded at its fair value, using the discounted cash flow method. The fair value of the long-term
portion of ‘the Company’s self insurance accruals cannot be’ esumated as the Company cannot reasonably
determine the timing of future payments.

(n) Stock-Based Compensation

Prior to January 1, 2006, the Company accounted for its share-based employee compensation plans under
the measurement and recognition. provisions of Accounting Principles Board (*APB”) Opinion No. 25,
Accounting for Stock Issued to Employees, and related Interpretations, as permitted by SFAS No. 123,
Accounting for Stock-Based Compensation. The Company also provided disclosures in accordance with the
requirements of SFAS No. 123, as amended by SFAS No. 148, Accounting for. Stock-Based Compensation-
Transition and Disclosure. '

Effective January 1, 2006, the Company adopted the provisions of revised SFAS No. 123 (SFAS No. 123R),
Share-Based Payment, which established accounting for share-based awards exchanged for employee services
and requires companies to expense the estimated fair value of these awards over the requisite employee service
period. Accordingly, stock-based compensation cost is measured at grant date, based on the fair value of the
award, and is recognized as expense over the employee’s requisite service period. The measurement of stock
based compensation cost is based on several criteria including, but not limited to, input fatctors to the valuation
model such as expected term of the award, stock price volatility, dividend rate, risk free interest rate, and award
forfeiture rate. The input factors used in the valuation model are based on subjective future -expectations
combined with management judgment. The Company estimates the fair value of $tock options and stock
appreciation rights granted using the Black-Scholes valuation model and the assumptions shown in Note 10,
“Stock-Based Compensation”. The Company uses historical data to estimate pre-vesting option forfeitures and
record stock-based compensation expense only for those awards that are expected to vest. The Company
estimates the option term, dividend yield, and risk-free interest rate assumptions’ consistent with the
methodologies used prior to January 1, 2006. After consideration of both its implied volatility and historical
volatility, the Company determined its historical volatility to be the most accurate estimate of future volatility
and therefore utilizes this measure. Prior to January 1, 2006, the Company estimated volatility based on a

“combination of its historical volatility rate and the historical volatility rate of comparable companies. The fair

-
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value of equity awards granted is amortized on a straight-line basis over the requisite service periods of the
awards, which are the vesting periods. If factors change, the' Company may decide to use different assumptions

under the Black-Scholes valuation-model, or a different valuation model, in the future, which could materially
affect net income and earnings per share. See Note 10, “Stock-Based Compensation” for additional information,

{0) Net Income per Common Share

Basic net income per common share is calculated by dividing net income by the weighted average number
of common shares outstanding during the reporting peri(_)d.

Options 1o purchase 842,000, 567,000 and 651,000 shares of common stock in 2006, 2005 and 2004,
respectively, were not included in the calculations of diluted net income per common share because the effect of
these instruments was anti-dilutive.

The following table sets forth the computation of basic and dilutéd net income per common share for the
years ended December 31, 2006, 2005 and 2004, respectively (in thousands, éxcept per share amounts):

Years Ended December 31,

2006 2005 2004

NELINCOME . .ottt e e e e e e e $35_,0-9l @ $1§46
W'eightedl average common shares oulstlanding—basié ........... 32,662 29,130 : 28,248 _
Net income per common share—basic ....... e $ 107 $ 076 % 061
Weighted average common sharés outstanding—basic ..........., 32,662 29,130 28,248 '
Plus dilutive equity awards .......... ... ..., 1, 842 2,988 . 3,121

. Weighted average com'mon shares outstanding—diluted ......... 34504 . 32118 31,369
Net income per common share—diluted ...................... $ 102 $ 0690 $ 055 ]

(p) Comprehensive Income -

SFAS No. 130, Reporiing Comprehensive Income, establishes standards for the reporting of comprehensive
income and its components, Comprehensive income (loss) includes items such as hedge effective gains and
losses on derivative contracts and foreign cwrrency translation adjustments. For the years ended December 31,
2006, 2005 and 2004, comprehensive income was $35,487,000, $21,709,000 and $17,926,000 and included an

“unrealized gain (loss) on interest rate swap arrangements, net of tax, of $409,000, $(443,000) and $588.,000,
respectively, and a foreign currency translation adjustmem (loss) of $(13,000), $(82,000) and $(8,000),
respectively.

(q) Derivative Instruments

SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, requires that all derivative
instruments be recorded on the balance sheet at fair value. Gains or losses resulting from changes in the values of
those derivatives are accounted for depending upon the use of the derivative and whether it qualifies for hedge
accounting. The Company uses dertvative instruments to manage the fluctuations in cash flows resulting from
interest- rate:-'risk on variable-rate debt - financing. The Company currently  maintains six -interest rate "swap
agreements with notional amounts totaling $125 million, of which $10 million relates to a forward starting
agreement that will become effective in March 2007. The Company pays fixed rates under these agreements and
receives floating three-month LIBOR, and no initial investments were made to enter into these agreements.
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The Company has formally documented the hedging-Telationships and accounts for these arrangements as
cash flow hedges. The Company recognizes all derivalives on the balance sheet at fair value based on dealer
quotes. Gains or losses resulting from changes in the values of these arrangements are recorded in other -
comprehensive income, net of tax, until the hedged item is recogmzed in earnings. The Company also formally"
assesses, both at the hedge’s inception and on an ongoing basis, whether the derivatives that are used in the
hedgmg transactions are highly effective in offsetting changes in fair values or cash flows of the hedged items.
When it is determined that a derivative is not highly effective as a hedge or that it has ceased to be a highly
‘effective hedge, the Company discontinues hedge accoummg prospccuve!y and recogmzes subsequent changes
in market value in earnings.

The Company entered into the first two of its currently held interest rate swaps in’ June 2005. The first
agreement has a notional amount of $20 million and became effective in September 2005 and expires in March
2007, whereby the Company pays a fixed rate of 3.99%. The second agreement became effective in September
2006 and expires in September 2007, with a notional amount of $15 million whereby the Company pays a fixed
rate of 4.09%. In November 2005, the Company entered into the four addmonal interest rate swap agreements for
notional amounts of $15 million, $10 million, $30 million, and $35 million, whereby the Company pays fixed
" rates ranging from 4.82% to 4.95%. These agreements expire begmmng December 2007, with the last agreement
expmng December 2009, - =y

In addition to the interest rate swap agreements currently held, in October 2003 the Company entered into
an intérest rate’ swap agreement with a notional amount of $30 million, whereby the Company paid a fixed rate of
2.65%. This agreement expired’in September 2006. In December 2006, the Company terminated an interest rate
swap agreement originally contracted in November 2005 with a notional amount of $50 million, fixed rate of -
4.97% and an ongmal expiration date of December 2010. The company paid less than $0.1 million to setile the
transaction. During the quarterly assessment of hedge effectiveness, the Company determined that although this
derivative was highly effective retrospectively, including for the three months ended December 31, 2006, it no
longer qualified for hedge accounting prospectively due to anticipated future debt prepayments. Therefore, the
Company reclassified the loss of less than $0.1 million previously recorded in accurmulated comprehensive
. income in the Company’s consolidated balance sheet into earnings for the period ended December 31, 2006.

At December 31, 2006 and 2005, the remaining interest rate swap agreements had a fair value of $0.5
million and ($0.1) million, respectively, which is included in other assets and liabilities in the accompanying
consolidated balance sheeéts. '

{r) New Accounting Pronouncements

In July 2006, the FASB issued FASB Interpretation No. 48 (FIN 48), Accounting for Uncertainty in Income
Taxes, which prescribes a recognition threshold and measurement process for recording in ‘the financial
statements’ uncertam tax positions taken or expected to be taken in a tax return. Additionally, FIN 48 provides
guidance on the ' de-recognition, classification, accounting in interim periods and disclosure requlrements for
uncentain tax positions. The Company will adopt FIN 48 as of January 1, 2007, and any material adjustment
- resulting from the adoption of FIN 48 will be recorded as an adjustment to retained earnings in its consolidated
balance sheet as of that date. The Company is currently evaluating the impact of adopting FIN 48.

. In September. 2006, the Securities and Exchange-Commission (SEC) issued Staff Accounting Bu!letin'

No. 108 (SAB No. 108), Considering the Effects of Prior Year Mi.s‘sm:eme_ms when Quantifying Misstatemenis in
Current Year Financial Statements, which provides interpretive guidance on the consideration of the effects of
prior year misstatements in ' quantifying current year misstatements for the purpose of a materiality assessment.
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SAB No. 108 is-effective for fiscal years .ending after November 15, 2006. The Company has adopted SAB
No. 108 for its fiscal year ended December 31, 2006, and the adoption had no material impact on its consolidated
financial statements.

In September 2006, the FASB issued Statement of Financial Accounting Standards No, 157
(SFAS No. 157), Fair Value Measurements. SFAS No. 157 defines fair value, establishes a framework for
measuring fair value in generally accepted accounting principles, and expands disclosures related to fair value
measurements. This- Staternent applies under other accounting pronouncements that require or permit fair value
measurements, the Board having previously concluded in those accounting pronouncements that fair value is the
relevant measurement attribute: Accordingly, SFAS No. 157 does not require any néw fair value measurements,
However, for some entities, the application of this Statement will change current practice. The Company is
required to adopt SFAS No. 157 beginning January 1, 2008. The Company is currently assessing the impact, if
any, the adoption of SFAS No. 157 will have on its consolidated financial statements.

(s) Segment Information

SFAS No. 131, Disciosures about Segments of an Enterprise and Related. Information, establishes annual

and interim reporting standards for an enterprise’s operating segments and related disclosures about its products,”

services, geographic areas and major customers. An operating segment is defined as a component of an enterprise
that engages in business activities from which it may earn revenue and incur expenses, and for which discrete
financial information is regularly evaluated by the chief operating decision maker in deciding how to allocate
resources and assess performance.

The Company provides hospital and healthcare facilities with temporary staffing for physicians, nurses and
-allied healthcare professionals and physician permanent placement services through’ the use of several brand
names, each having their own marketing and supply dlStlIlCthl’l The Company S operating segments are
identified in the same manner as they are reported internally and used by the Company’s chief operating decision
maker for thé purposes of evaluating performance and a]locatmg resources. Prior-to fiscal year 2003, the
Company disclosed one reportable segment, healthcare staffing for hospitals and healthcare facilities. With the
acquisition of MHA in November 2005, the Company disclosed two reportable segments: nurse and allied
healthcare staffing and phys:man staffing. Effective April 1, 2006, the Company disclosed three reportable
segments: nurse and allied healthcare staffing, locum tenens stafﬁng (temporary physician staffing) and
physician permanent ptacement services. The locum tenens staffing and physician permanent placement services
segments are separate operating segments, which were aggregated into the physician staffing reportable segment
prior 1o April 1, 2006,

The Company’s management relies on internal management reporting processes that provide revenue and
" segiment operatmg income for making financial decisions and allocating fesources. Segmem operating income
includes income from operations before deprecnanon amortization of mtangtb]e assets and amortization of stock
compenqatton éxpense. Management believes that segmént operalmg incomé is an appropnate measure of
evaluating the operational performance of the Company’s segments. "However, this measure should be considered
in addition to, not as a substitute for, or superior to, income from opéfations or other measures of financial
performance prepared in accordance with generally accepted accounting principles. The Company’s management
does not evaluate, manage or measure performance of segments using asset 1nformatlon _accordingly, asset
information by segment is not prepared or disclosed. The information in the followmg table is derived from the
segment s internal ﬁnartc:al information as used for corporate ‘management purposes.
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. The following table provides -a reconciliation of revenue and segment operating income by reportable

segment to consolidated results (in thousands): o -

Years Ended December 31,

2006 ws 2w
Revenue - . _ ' ;
Nurse and allied heallhcare stafﬁng ..... PP $ 763,170 $658.843  $629,016
Locum tenens staffing ........... e 268,131 39,524 —

: Physician staffing ......... ... . ... ... ... . 50402 . 7476 —
‘ o $1,081,703 - $705,843  $629,016

Segmeot Operating Income . e .
Nurse and allied healthcare staffing ................. $ 56647 % 48,256 § 42,926

Locum tenens staffing ... ......................... 20,936 2,782 —
Physician staffing .................. ... ..., 13,000 2,013 —
90,592 53,051 42926
Depreciation and amortization . ........................ 10,325. 6,179 5,837
Non-cash stock-based compensation .................... 6,803 142 750
Interest expense, net .. ... ... ... i e 16,698 9,565 8,440

Income before inCOME LAXES . .. ..ot vtieinnne e $ 56766 $ 37,165 § 27,899

(t) Use of Estimates

The preparation of financial statements in conformlty with accounting principles generally accepted in the

United States of America requires management to make a number of estimates and assumptions relating to the

reportmg of assets and liabilities and the dlsclosure of contingent assets and [1ab111t|es at the dates of the, ﬁnanmal

staternents and the reported amounts of revenue and expenses during the repomng periods, Actual results could .

differ from those estimates.
(u) Reclassifications . : '

Certain amounts in the 2004 and 2005 consolldaled fi nanc:al statements have been reclassified to conform
to the 2006 presentatlon _ » ' . .

(2) Acquisitions .

MHA Acquisition

On November 2, 2005 the Company completed its acqu1smon of MHA. The acqulsmon ‘established AMN

as the largest provider of healthcare stafﬁng services in the United States. The strategic combination has
broadened the type of services the Company offers and allows the Company to provide a more comprehensnve
staffing solution to clients as the Company now possesses one of the largest national networks of available
physician, nurse and allied health professionals.

The acquisition was recorded using the purchase method of accounting. Thus, the results of operations from
MHA are included in the Company's consolidated financial statements from the acquisition date. The total
purchase price of $210.0 million consisted of (i) an initial price of $160.0 million, paid approximately 75%"in

cash, excluding a $15.0. million holdback for potential claims indemnified by the’ MHA shareholders, and .

approximately 25%’ in unregistered shares of the Company's common stock, (ii} contingent purchase price of

31

A i S A MR g S it PR T

[ e TE = T i SN - kb )
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

$47.3 million, paid approximately 75% in cash and 25% in unregistered share of the Company’s common stock,
and (it} $2.7 million of direct acquisition costs, The purchase price included contingent consideration based on
the financial performance -of MHA for the twelve months ended December 31, 2005. The earn-out of $47.3
million was finatized on December 31, 2005 and recorded as additional purchase price at its fair value. The
holdback, net of any <indemnified claims made by the.selling shareholders, is expected to be released to the
selling shareholders in 2007. In addition to cash consideration paid, the Company issued 2.3 million unregistered
shares of common stock in connection with the acquisition ‘of MHA, and issued an additional 0.7 million
unregistered shares on March 9, 2006 for payment of earn-out amounts as provided in the acquisition agreement.
The cash and stock components of the earn-out and holdback, as well as the stock portion of the initial- purchase
price; were recorded at their fair values, including discounts for restrictions on the marketability of the stock and
the timing of expected future cash payments. The allocation of the purchase price to the assets acquired and
liabilities assumed based on their estimated fair values was as follows (in thousands):

Purchase Price:

Cash paid for MHA commeon stock .......... I $108,140
Cash holdback .. ... .. e 13,904
Equity issued for MHA common Stock . ... ... ot 31,948
Bam-out—cash . ... . e e g 35,164
Earn-out—equity ................... S U s . 10,667
T ANSACHON COSIS o vttt et et ettt e e e e et e et et e e e 2,712
Total purchase price of acquisition . ......... ... .. ... ... .. . . iiiiiiiiiii.. $202,535
Assets Acquired: :
Net assets acquired .. ... ...t e $ 27,240
ldeqtiﬁab]e intangible a88eLS . .. ... 115,600
Deferred tax liability and other liabilities .. ...... .. .. ... .. ... .. . .. .. .. ... (45,188)
Goodwill .........: e e e e e .. 104,883
Total assels acquired . ... ... i e e e $202,535

Intangible assets include amounts recognized for the fair value of tradenames and trademarks, customer
relationships, non-compete agreements, and staffing databases. The following table summarizes the fair value
and useful life of each intangible asset acquired:

Fair Value Useful Life
. . . (in thousands) (in years)
Identifiable intangible assets subject to amortization: .
Staffing databases . ........... .ottt e $ 1,600 5
Customer relationships .. ........ ... ... ... ... ... ... ...... 32,000 14
Tradenames and trademarks ... ... .. ... ... ; 1,200 5
Noncompete agreements .............. ...t 900 5
35,700
Identifiable intangible assets not subject to amortization:
Tradenames and trademarks . . . ... R . S, 79,900 . indefinite
Total identifiable intangible assets acquired ... .................... $115,600

52




AMN HEALTHCARE SERVICES, INC. o .

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -~ (Continued)

* Of the total $104.9 million of the purchase price allocated to goodwill, $69.3 million,'$26.9;million and $8.7
million was allocated to the Company’s locum tenens staffing segment, physician permanent placement services

segment and nurse and allied healthcare staffing segment, respectively.' Goodwill represents the excess of the

purchase price over the fair value of the net tangible and intangible assets acquired, and.is not deductible for tax

purposes. Goodwﬂ] will not-be amortized and will be tesled fori lmpalrmem at least annuaily..

4

The followmg summary presents pro forrna consohdaled results of operatlons for the years ended )

December 31, 2005 and 2004 as if the MHA acquisition described above had occurred on January 1, 2005 and

2004. The following unaudited pro forma financial information gives effect to certain adjustments, including the -

reduction in compensation expense related to.non-recurring executive salary expense-and non-recurring
- professional service fees, the amortization of .intangible assets and interest expense on acquisition related debt
and accretion of fair valued liabilities. The pro forma financial information is not necessarily indicative of the
operating results that would have occurred had the acquisition been consummated as of the date indicated, nor
are they necessarily indicative of future operating results. '

! (Unauodited)
- Year ended December 31,
2005 ¢ 2004

(in thousands, except per
share amounts)

Revenue .................... IO PO $961,431  $862,311
Income from OPELAONS . ... .. .oten et et e et c.o- 8 64018 § 46,266
Nét income .................................................... $ 28,880, § 18,024
Net income per common share: : _ . '
Basic .. .. $ 091- § 058
Diluted .. JTEOUTTI .. S 083 S 05
Weighted average common-shares: . .
Basic ... e 31,733 31,226
Diluted .............o e 34,789 34,416
OGPE urépe'Acquisiﬁon

On Aprll 19, 2005 the Company completed the acquisition of O’Grady-Peyton International (Europe)’

. Limited (OGP Europe) for a total purchase price of $0.5 million, including $0.1 million net liabilities assumed,
which resulted in the recordmg of $0.5 million of goodwill and $0.1 million of identified intangible assets. The
acquisition was recorded using the purchase method of accounting. Thus, the results of operations of OGP
Europe are included in the Company’s consolidated financial statements from the acquisition date.

(3) Stock Repurchase. .

"~ On April 28, 2006, the Company entered into a Stock Purchase Agreement with several former MHA
stockholders to purchase from them an aggregate of 1,852,000 shares of the Company’s common stock issued in

connection with the acquisition of MHA. The share purchase price was $20.17, calculated as the volume. A

weighted average sales pnce of the common stock on the New York Stock - Exchange for the 20 consecutive
trading days immediately preceding the closing date, for a total aggregate purchase price of $37.5 million,

including $0.2 million of transaction costs. The Stock Purchase Agreement contains customary represenlauons,

and warranties.

s
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(4) Goodwill and Identifiable Intangible Assets

As of December 31, 2006 and 2005, the Company had the following acquired intangible assets (in

“ thousands):
- December 31, 2006 December 31, 2005
. Gross Gross

Carrying  Accumulated Carrying  Accumulated
Amount  Amortization  Amount - Amortization

Intangible assets subject to amortization: : o
Staffing databases .......... ... ... .. . L $ 1600 "% (372) $ 1,600 § (52)

Customer relationships ........................... 32,000 {2,653) 32,000 (368)
Tradenames and trademarks ... .................... 1,200 (279) 1,200 - (39
Noncompete agreements .. ...............oouu..... 950 (230) 1,150 (222)
Deferred financing costS . ... ...................... 7,903 (3,630 7,576 (1,593)

$ 43653 $ (7,164) $ 43,526 $ (2.274)

tr

Intangible assets not subject to amartization: -
Goodwill (1} ... ... $251,171  $(10,452) $251,296  $(10,452)
Tradenames and trademarks ....................... - 79,900 — - 79900 —

$331,071  $(10452) $331,196  $(10,452)

(1) Goodwill accumulated amortization represents amortization expense recorded prior to the Company’s
adoption of SFAS No, 142, Goodwiil and Qther Intangible Assets, on January 1, 2002.

Aggregate amortization expense for intangible assets was $5,090,000 and $2,902,000 for the years ended
December 31, 2006 and 2005, respectively. Amortization of deferred. financing costs is included in interest
expense. Based on the current amount of intangibles subject to amortization, the estimated amortization expense
as of December 31, 2006 is as follows {in thousands):’

Amount

Year ending December 31,2007 ... e e e $ 4179
Year ending December 31,2008 ... ... ... .. ... e 4,125
Yearending December 31, 2000 . ... .. . . i 4,050
Year ending December 31,2010 ......... e e e 3,71
Year ending'December 31, 2001 . ... o 2,441
Therealter « .. o e Lt 17,917
' ' $36,489

As of December-31, 2006 and 2005, the Company-had unamortized goodwill of $240,719,000 and
$240,844,000, respectively. The decrease in goodwill was primarily due to $399,000 of tax related purchase
accounting adjustments during 2006 related to the acquisition of MHA, offset by $288,000 of ‘acquisition costs
recorded during the three months ended March 31, 2006. '

54




AMN HEALTHC;«\RE SERVICES, INC,
NOTES. TO CONSOLIDATED FINANCIAL STATEMENTS - {Continued)

(5) Balance Sheet Details . g

The consolidated balance sheets detail is as follows as-of December 31, 2006 and 2005 (in thousands):

December 31,

2006 2005
leed assets:
Furniture and equnpment ........... e e $17,129 $ 13,580
Software .......... i e 2?6,594 20,469 .
-Leasehold impr’oyements ...................................... 5,203 4942
: . 48,926 38,991
Accumulated depreciation and amortization’ ............. ... .. ... (25,6900 (18,827)
Fixed assets, NEl ... .. ot i e $23236 §20,l64
Accounts payable and accrued expenses: .
Trade and accrued accounts payable ............... ... ... . . . ..., $16,722 $16,118
Professional liability reserve . .........c.civiiininininanaan. 1,970 . 1,887
Other .. ... L 1,581 1,087
Accounts payable and accrued expenses .......... .. 000 $20273 $19,092
" Accrued compensation and benefits: F
Accrued payroll ... ... ... $ 16,339 $ 13,196
- Accruedbonuses . ....... i PO v 12,247 8,376
Accrued health insurance reserve .. ......ccvvivnnnen s e . 1,986 2,373
Accrued workers compensanon FESEIVE &\ttt en et samer e 2,820 3,240
Deferred compensation ... ... ............ e 3,580 1,538
Other ................... e e e e e : 5,604 3,485
- 7 Agcrued compensation and benefits . . ... .. L liloooooi....07 342585 $32208
Other current liabilities: '

. © Acquisition earn-out fiability ............ ... ...l B $ 46,096
Acquisition purchase price holdback liability .................. S 14,054 2,290
Facility deposits ................ e [ SR 4,379 6,789

CoOther Lo 7,298 3,843

' Other current liabilities . . .. ........c....... U ... $25731  $590i8

Othcr long-term liabilities: - .

Acquisition purchase pnce holdback 11ab11|ty ...................... 5 — $ 11,356
Workers COmpensation reserve . . 7. ... ... ittt ananenans 6,470 7.104

" Professional liability reserve ............ e 12,560 12,008
Deferredrent .............ciiiiiiennennnnnnnn. e L. 6,174 4,627
Other . ... .... e e e 1,620 - 2,032

Other long-term liabilities ... .......o..oiioeeeiinineeenn. $ 26,824
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AMN HEALTHCARE SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

'(6) Income Taxes

The provision for income taxes for the years epcied December 31, 2006, 2005 and 2004 consists of the
following (in thousands):

December 31, .

~ Current income taxes: . . : . _

- Federal ... ..ot $10,659 $(6,535) § 5,543
Staté .. ... e e 1,542 - .2,080- ' 871
Foreign ... 151 576 - 53

Tl L. N 12,352 ° (3879) ° 6467
Deferred income taxes , ' '
Federal ........ i e . 7.673 18,245 ..., 4, I71
State ........ i e ' 1,560 .604 . . (55)
Foreign . ... e - 90 (39) 30)
Total ........ e AU 9,323 18810. 4,086

Provision fOr inCOME taXes . .. ......vovununrnennan.n $21,675 $14931 $10,553

" The Comparny’s income tax expense differs from the amount that would have resulted from applying the
federal statutory rate of 35% to pretax income because of the effect of the followmg items durmg the years ended
December 31, 2006, 2005 and 2004 (in thousands):

' . December 3,

AN .. % 2005 2004
Tax expense at federal statutory rate .................. ..., $19.865 $13,008 3 9,765
State taxes, net of federal benefit . ............. .. ..... e 1,307 1,659 974
Other,net ............. e e 503 264 _(186) .
Income'tax expense ......... S o . $21,675 $14931  $10;553- °
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The tax effects of temporary differences that give rise to significant portions of deferred tax assets.and
deferred tax liabilities are presented below as of De;ember 31, 2006 and 2005 (in thousands):

December 31,

2006 2005
" Deferred tax assets: ! .
SOCK COMPENSALION ... ... ..ttt ettt $.2712 315535
Def_erred A7) 11 {2 2,870 4,559 .
‘Alowance fordoubtful accounts . ....... .. ... . i i e el 957 954
Deferred compensation . ... ...... ... . . ... ... .. Pt e e 1,391 606
Accrued EXPEnSES, ML . ... ... .ot e Ceees 9,626 . 6,288.
Deferredrent ... .. ... o . 2,007 1,123
Netoperating bosses . ... ... .. i i e i e . ._' 7,671 ?,2?6
State taxes .. ............ P e e - 664+ 358
Credit carmyforWards . ..ot et . 502 91
INSUTANCE PIEMIUMS . . ... oot i ie ey, e e 373 —
Other . ... ... P 1,504 373
" Total deferred tax assets .. ..............ooein.. P $ 30,277 $ 37,163
Deferred tax liabilities: } _ '
Intangibles . ....... 0. ... . i e $(64,604) $(63,587)
Fixedassets,net ................ccoiiiinnen..n, e S N (4,936) ., (4,481)
Prepaid expenses . . ...........oioiii e S S (3.712)  (2,820)
Total deferred tax liabilities .. ... ... ... .o it i $(73,252) $(70,888)
Valuation allowance . . ...t e $ (15§ (102)
Net deferred tax Habilities ... .. oottt e e e e e $(43,000) $(33,827)

Management believes it is more likely than not that the results of future operations will generate sufficient
taxable income to realize the deferred tax assets, excluding certain state net operating loss carryforwards and
foreign tax credit carryforwards, and, accordingly, has not provided a valuation allowance for these assets except
for the items mentioned below. '

As of December 31, 2006, the Company has federal and state net operating loss carryforwards of
" $18,497.000 and $15,696,000, respectively, that are set to expire at various dates between 2009 and 2026.
Management believes it is not more likely than not that the Company will generate sufficient taxable income to
utilize $701,000 of these state losses prior to the expiration of these state net operating loss carryforwards, and
therefore the' Company has established a valuation allowance of $41,000 for these state net operating loss
carryforwards. L

Additionally, the Company has federal and state net operating loss carryforwards of $9,706,000 and
$8,105,000, respectively, that have not been recognized as deferred tax assets pursuant to the provisions of SFAS
No. 123R. These net operating loss carryforwards will be recorded to additional paid-in capital in the Company’s
stockholders’ equity when realized.

As of December 31, 2006, the Company has foreign tax credit carryforwards of $74,000 that are set to
expire in 2014. Management believes it is not more likely than not that the Company will generate sufficient

foreign source income to utilize these foreign tax credit carryforwards, and therefore the Company has

established a valuation allowance of $74,000 for these foreign tax credit carryforwards.
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As of -December 31, 2006, the Company has California research and.development credit carryforwards of
$75,000 that generally do not expire. Management believes it is more likely than not that the Company will
generate sufficient taxable income to utilize these California research and development credit carryforwards and
therefore the Company has not provided a valuation allowance for these assets.

As of December 31, 2006, the Company has AMT credit carryforwards.of $352,000 thar generally do not
expire. Management believes it is more likely than not that the Company will generate sufficient taxable income
to utilize these AMT credit carryforwards, and therefore the Company has not prov1ded a valuation allowance for
these assets.

As of .December 31, 2006, pursuant to APB No. 23, Accounting for Income Taxes—Special Areas, the
Company did not provide for United States income taxes or foreign withholding taxes on undistributed earnings
from certain non-U.S, subsidiaries that will be permariently reinvested outside the United States."The Company
intends to reinvest its foreign eamnings indefinitely under APB No. 23. Should the Company repatriate foreign
earnings, the Company would have to adjust the income tax provision in the period management determined that
the Company would repatriate earnings, however the Company’s foreign earnings are insignificant. ‘

-

(7) Notes Payable and Related Derivative Instruments and Credit Agreement

-In July 2004, the Company amended its then existing Amended and Restated Credit Agreement primarily to
- provide for increased -flexibility under its financial covenants and increase funds available under its letter of
credit sub-facility." The Company incurred amendment fees of $258,000. The resulting amended eredit facility
* included - $75 "'million available for borrowing under a revolving credit facility with a maturity date of
.December 31, 2006. The amended credit facility also included up to $30 million of borrowings under letter of
credit obligations and up to $10 million of borrowmgs under swing-line loans, both sub facﬂmes of the revolving
credit facility.

In November 2005, in connection with the acquisition of MHA, the Company amended and restated its
existing credit facility. The new credit facility, the Second Amended’and Restated Credit Agreement (“Credit
Agreement”), provides for, among other provisions, a $75 million secured revolving credit facility, a $30 million
letter of credit sub-facility, a $15 million swing-line sub-facility, all maturing in November 2010, and a new $205
million secured term loan facility maturing in November 2011. The new secured term loan facility was used to
pay off existing borrowings of $87.8 million of term debt and provide financing for the acquisition. In connection
with the pay off, the Company wrote off $1.2 million of deferred financing costs, which is recorded in interest
expense. The Company incurred financing costs of $4,822,000 in connection with the Credit Agreement.

In May 2006, .the Company entered into a First Amendment (the “First Amendment”) to the Credit
Agreement. The First Amendment provides that the Company may request, on a one-time basis and subject to
meeting certain conditions, an additional term loan (“Incremental Term Loan™) in an amount not to exceed $45
million and permits the Company to repurchase up to $45 million of capital stock (subject to certain conditions).
The First Amendment also reset the applicable interest rate for term loan borrowings based upon the then current
leverage ratio. The Company incurred financing costs of $327,000 in conjunction with the First Amendment.
Also in May 2006, the Company borrowed an Incremental Term Loan of $30 million, which along with cash on
hand was used to fund the purchase of 1,852,000 shares of common stock under the Stock Purchase Agreement
for a total purchase price of $37.5 million, including transaction costs. Effective with this borrowing, the interest
rate for all term loans outstanding (including the Incremental Term Loan) under the Credit Agreement initially
bore interest, at the Company’s option, at either LIBOR plus 2.00% or the Base Rate plus 1.00%. Beginning in
August 2006 and thereafter, based on the Company’s then current leverage ratio, all term loans bear interest, at
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the Company’s option, at either LIBOR plus 1.75% or the Base.Rate plus 0.75%. The terms of the Incremental

Term Loan are consistent with the existing term loan under the Credit Agreement.

The term loan portion of the Credit Agreement is subject to guarterly amortization of principal, with an
amount equal to 1.25% of the initial aggregate principal amount of the facility payable quarterly through
September 30, 2007 (except in the case of the initial quarterly payment on June 30, 2006 of 2.5%) and 2.5% of
the initial aggregate principal amount of the facility payable quarterly from December 31, 2007 through
September 30, 2010 with any remaining amounts payable in 2011. Voluntary prepayments of the term loan

portion of the credit facility are applied as the Company may elect, including ratably to the remaining quarterly ’

amortization payments. In May, August, and November 2006, the Company made voluntary prepayments.of
$20.0 million, $8.0 million and $25.0 million, respectively, which were applied ratably to the remaining quarterly
amortization payments. In connection with these voluntary prepayments, the Company wrote off $0.4 million,
$0.1 million and $0.3 million, respectively, of deferred financing costs, which are recorded in interest expense.
The quarterly amortization payments began in June 2006 with an initial payment of $5.4 million and continued
with payments of $2.6 million and $2.3 million in September 2006 and December 2006, respectively. . The
September and December amortization payments were reduced from their initial contractual amounts due io the
application of the voluntary prepayments. '

The revolving credit facility portion of the Credit Agreem;:n.t carries an unused fee of between 0.5% and

0.375% per.annum based on the Company’s leverage ratio, and there are no.mandatory reductions in the
revolvmg commitment under the revolving credit facility. Borrowings under this revolving credit fa(:lllty bear

interest at floatmg rates based upon either a LIBOR or a prime interest rate option selected by the Company, plus ‘
a spread of 1.50% to 2.25% and Q. 50% to 1.25%, rcspecuvely, to be determined based on the then current -
leverage ratio. Borrowings under the swing-line sub-facility bear interest at the prime interest rate. Amounts |

available under the Company’s revo]vmg credit facility may be used for working capital, capital expenditures,
permmed acquisitions and general corporate purposes, subject to various limitations, At December 31, 2006 the
Company had $1.6 million outstanding under the swing-line sub-facility, with no borrowings outstanding under
the swing-line sub-facility at December 31, 2005.

The Company mamtamed outstandmg standby letters of credit totaling $11.3 million, $8. l million and $0.1
million as collateral in relation to its workers compensation insurance agreements, professional l1ab1hty
msurance agreements and a forelgn office lease agreement, respectlvely, at December 31, 2006. Each of these
letters of credit bears interest at a fixed rate of 1.50% to 2.25% based' on the Company’s leverage ratio. Total
outstanding standby letters of credit at December 31, 2006 and 2005 ~was $19.5 million and $9.6 million,
respectively.
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AMN HEALTHCARE SERVICES, INC.,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Notes payable balances as of December 31, 2006 and 2005 consisted of the following (in thousands): -

December 31,
2006 20058

$75,000 Revolver expiring November 2, 2011 with variable interest rates. The weighted .
average interest rate at December, 31,2006 was9.0% ..................... $ 1600 $§ —
$235,000 Term Loan due September 30, 2011 with variable interest rates. The weighted .
average interest rate at December 31, 2006 and 2005 was 6.5% and 6.4%, -
respectively .. ... ... ol L L. e [, 171,780 205,000

Total notes payable ........ e R 173,380 205,000
Less current portion of notes payable, including Revolver . .. ............... (12,901)  (10,250)
Long-term portion of notes payable ..................... e $160,479 $194.750

Annual maturities of notes payable are as follows:

2007 . e e e 12,901
2008 ... e e . 18,082
2009 .. ...l O 18,082
2010..... e e i . 40,685
2011 ........ e e e e e e 83,630

: - , ' - 3173380

, The Company is requ1red to make addmonal mandalory prepaymems on the term loan with the proceeds of
~ asset dlsposmons extraordmary recelpts debt” issuances and certain equ1ty issuances. The Company is. also
© required to make mandatory prepayments on the term_loan within ninety days after the end of each fiscal year,
commencing with the fiscal year ended December 31, 2006 in an amount equal to 50% of our excess cash flow
(as defined in the Credit Agreement), less any voluntary prepayments made during the fiscal year. These
mandatory prepayment amounts, if any, are applied ratably to the remaining quarterly amortization payments.
The voluntary prepayments made to date have satisfied this additional prepayment requ:rement for the fiscal year
ended December 31, 2006.

e

The Company’s 'outstand,in'g debt instruments at December 31, 2006 and 2005 were ‘secured by all assets of
the Company and thé common stock of its subsidiaries. The Company’s Credit Agreement’ contains various
financial rauo covenants, mc]udlng a minimum fixed charge coverage ratio and maximum leverage ratio, as well
as restrictions on assumption of additional indebtedness, declaration of dividends, dispositions of assets,
consolidation into another entity, capital expenditures in excess of specified amounts and allowable investments.

The Company is required to maintain interest rate protection on-at least 50% of the term loan portion of its
Credit Agreement beginning May 2006 until November 2008, At December 31, 2006, the Company maintained
six interest rate swap agreements with notional amounts totaling $125 million, of which $10 million relates to a
forward starting agreement that will become effective in March 2007. The Company pays fixed rates ranging
from 3.99% to 4.95% under these agreements and receives a fleating three-month LIBOR. The first agreement
expires in March 2007 and the last in December 2009. No initial investments were made to enter into these
agreements. At December 31, 2006 and 2005, the interest rate swap agreements had a fair value of $0.5 million
and ($0.1) ‘million, respectively, ‘which is included in other assets and liabilitiest in. the accompanying
consolidated balance sheets. The Company has formally documented the hedging relationships and accounts for
these arrangements as cash flow hedges.-See Note 1 (q),.“Derivative Instruments”. for additional information
related to the Company’s interest rate swap agreemerts.
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(8) Retirement Plans

The Company maintains the Healthcare Staffing Retirement Savings Plan (the AMN Plan), a plan that

comptlies with the Internal Revenue Code Section (IRC) 401(k) provisions. The AMN Plan covers all employees
that meet certain age and other eligibility requirements. An annual discretionary maiching contribution -is
determined by the Compensation and Stock Plan Committee of the Board of Directors each year and may be up
to a maximum 6% of eligible compensation paid to all participants during the plan year. The amount of the

employer contributions were $2,363,000, $2,341,000, and-$2,204,000 for the years ended December 31, 2006, :

2005 and 2004, respectively. During 2006, 2005 and 2004, the Company applied $759,000, $951.000 and
$1,572,000, respectively, of outstanding 401(k) forfeiture balances under the AMN Plan against the employer
match contributions, thereby reducing the Company’s recognized contributions for these years.’

‘In January 2002, the Company established the Executive Nonqualified Excess Plan of AMN Healthcare,
Inc. to comply with the then newly enacted legislation, allow additional key employees to participate and
increase the amounts eligible for deferral, the Company established the 2005 Amended and Restated Executive
Nonqualified Excess Plan effective January 1, 2005. The Company amended the 2005 Amended and Restated

Executive Nonqualified Excess Plan effective November 1, 2005, January 1, 2006 and April ‘11, 2006. All .

.deferred compensation contributions after Jandary 1, 2005 are made to the 2005 Amended and Restated
Executive Non Qualified -Excess Plan." The Executive Nonqualified Excess Plan is not intended to be tax

qualifted and is an unfunded plan. This plan is composed of deferred compensation and all related income and -

losses attributable thereto. Discretionary matching contributions to the plan are made that vest incrementally so
that the employee is fully vested in the match following five years of employment with the Company. Under the

Plan, participants can defer up to 80% of their base salary, 100% of their bonus and 100% of their grant of .

restricted stock units. An annual discretionary matchmg conmbuuon is determmed by the Compcnsauon and

~ Stock’ Plan Committee of the Board of Directors each year. The amount of the employer’ conmbutlons was

$273, 000, $69,000 and $65,000 for the years ended December 31, 2006, 2005 and 2004 respecuvely
9 Stockholders’ Equity

On April 28, 2006, the Company entered into a Stock Purchase Agreement with several former MHA
stockholders to purchase from them an aggregate of 1,852,000 shares of the Company’s common stock issued in

connection with the acquisition of MHA. The share purchase price was $20.17, calculated as the volume

weighted average sales price of the common stock on the New York Stock Exchange for the 20 consecutive
trading days immediately precedmg the closing date, for a total aggregale purchase pnce "of $37 5 million,
including $0.2 million of transaction costs, The Stock Purchase Agreement contains customary representauom
and warranties. . : : N . -

-+ As of December 31, 2008, there were no authorized stock repurchase programs.

(10} Sfock-Based Compensation

(a) Equity Award Plans 7 .

In April 2006, the Comiaany established the AMN Healthcare Equity Plan (“Equity Plan”), which was

approved by the Company’s shareholders. Equity awards, based on the Company’s common stock; may be issued
under the-Equity Plan for a maximum of 723,275 shares plus the number of shares of common stock underlying
any grants under the Company’s Stock Option Plan that are forfeited, cancelled or terminated (other than by

exercise) from and after the effective date of the Equity Plan. There will be no further equity awards granted

6]
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AMN HEALTHCARE SERVICES [NC

NOTES TO CONSOLIDATED FINANC]AL STATEMENTS - (Conttnued)
. ¥

o .. from the Stock Option Plan or ‘the 1999 Plans Pursuant to the Equny Plan, equny awards granted have a
|. ’ " maximum contractual life of ten years and exercise prices will be determined at the time of grant and will be no-
} . less than fair market value of the underlying common stock on the date, of grant. Any shares to be issued under
the Equrty Plan will be issued by the Company from authonzed but unissued common stock or shares of common
stock reacquired by the Company For the twelve months ended December 31,2006, 386,000 stock appréciation
rights (“SARs”) and 262,000 réstricted stock units (“RSUs”) were granted to employees, officers and directors of -
the Company under the Equity Plan. The SARs typically vest ratably over a three year period, with one third of
the awards vesting annually. The RSUs typically vest at the'end-of a three year vesting period, however one-third
- “of the awards may vest-on each of the first and second-anniversary date if certain performance targets are met.
There were no stock options.granted during the twelve months ended December 31, 2006, The Equuy Plan
expires on the tenth anniversary of the effective date. At December 31, 2006, 140,058 shares of common stock

were reserved for future grants related to.the Equity Plan. .
) . . ' e FU T FEPE --'I‘
"~ In July 2001, the Company establlshed the 2001 Stock Opuon Plan to provnde a means (o attract and retain
employees In May 2004, the 2001 Stock Op[lOI‘l Plan was:fenamed the Stock Option Plan, and an additional
2 000,000 options were authonzed for issuancéito mcrease the maximum number of options:to be granted under
* the plan to, 4,178,000. Unless otherwisé provrded ‘at the time of the’ grant, ‘the options’ vest and becore
" ‘exercisable in increments of 25% on éach of the first four ann1versanes of the date of grant.. .The plan expires on
the tenth anniversary of the effective date. On April 12, 2006, the. number of shares of common stock reserved:
for future i issuance under the Stock Option Plan, 372,001, had been rolled: mto the Equuy Plan. There will be no .
further equlty awa_rds granted from the Stock .Option Plan o : Ey A

A i

(S . K N 4 .

In November 1999, the Company establtshed two performance stock opuon plans (the 1999 Plans) wh:ch
were approved by the Company s shareholders prtor to the Company 8 initial public offering, to provide for the
grant of opttons to the Company § upper management. Opttons for'a maximum.of 4,040,000 shares of commnion
stock ‘were authorized at’ an exercnse pricé ‘of $3.80 per option for grants within 120 ‘days of the 1999
Recapltahzatlon and not less than ‘the fair'market value in the case of subsequent grants. During 2000, options for

' an additional 1,493,000° shares were reserved under ‘the 1999 Plans. On'April 12,:2006, the number-of shares of
common stock reserved for. future issuance under the 1999 Plans, 351,274, had been rolled into the Equity Plan.
. There will be no further equlty awards’granted from the 1999 Plans. Pursuant to the amended- provisions of the
T 1999. Plans all options previously granted under the 1999 Plans became fully vested upon the November 2001
¢ ..* common stock offering and at Deeember 31,-2006 are fully exerc1sable All previously granted opttons under the
- 1999 Plans exptre 1n 2009, . e _ S . ol
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" NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

(b ) Stock-Based Compensatmn | ‘

The Company adopted the provisions of Financial Accountmg Standards Board (FASB) revised Statement
of Financial Accounting Standards No. 123 (SFAS No. 123R), Share-Based Payment, on January 1, 2006. Under
SFAS No. 123R, stock-based compensation cost is measured at the grant date, based on the estimated fair value
of the award, and is recognized as expense over the employee’s requisite service period. The Company adopted
the provisions of SFAS No. 123R using a modified prospective application. The provisions of SFAS No.t123R
apply to new awards and to awards that are outstanding on the effective date and subsequently modified or
cancelled.' Estimated compensation expense for unvested awards outstanding at. the effective date will be
recognized over the remaining service period using the compensation cost calculated for pro forma disclosure
purposes under SFAS Statement No. 123 (SFAS No. 123), Accounting for Stock-Based Compensation, adjusted
for estimated forfeitures. The Company previously applied Accounting Principles Board (APB) Opinion No."25,
Accounting. for Stock Issued to Employees, and related interpretations and prov1ded the requlred pro forma
dlsclosures under SFAS No. 123 A 2 7

. + - -t r

. . - . . e “
- i
' , . “

Slock Opllons and SARS . L : fi

Slock options entitle lhe holder to purchase, at the end of a vestmg period, a specified number of shares of
the Company’s common stock at a price per share set at the date of grant. SARs, granted under the Company’s
Equity Plan, entitle the holder to receive, at the end of a vesting period; shares of the Company’s common stock
equal to the difference between the exercise price of the SAR, which is set at the date of grant, and the current
fair market value of lhe Company s common stock on the date of exercise. i

"1 A summary of stock option and SAR activity under thé 1999 Plans, Lhe Stock Optlon Plan .md the Equity

Plan are as follows " .

. . o 1999 Plans . Stock Optlon Plan Equily Plan.
' 3 Weighted- * . Weighted-. , Weighted.
. .. Average : Average . Average
v v Number Exercise ' Number Exercise Number . Exercise
.o . ) - Qutstanding Price Cutstanding Price Outstanding Price
Oulslandmg at December 31, 2003 . 4,262,000 $471 1,901,000 . $14.19 L
Granted .......0.....0. .. ... — — 1,079,000  $14.56 — —
Exercised .................... — — {224,000y % 9.13 - =T
. Canceled/forfeited/expired ...... L — — (248,000)- $12.62 C— -
Outstanding at December 31,2004 . ... 4,262,000© "$4.71 ° 2,508,000 .$1496 =~ —  —
‘Granted- .. ..o So— 7 — 7987000 $14.95 — —
Exercised .................... ' (440,000 3$4.52 (86,000) $10.14 _ —_ —
Canceledlforfelted!explred ...... — — (60,000) $16.19, — —
Quitstanding at December 31,2005 .... 3,822,000 $4.73 3,349,000 $15.06 _ —
Granted ..................... — — — C— 386,000 $18.07
Exercised ............0oen... (3,812,000 $4.73  (706,000) $12.66 — —
Canceled/forfeited/expired ...... — — (59,0000 $17.63 (16,000 $18.03 °
Outstanding at December 31, 2006 . . .. 10,000  $6.68 2,584,000 . $15.65 370,000 $18.07

Exercisable at December 31,2006 .. .. 10,000  $6.68 1246000 $17.24 — —
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AMN HEALTHCARE SERVICES, INC
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contmued) 5 -

The following table summarizes stock ‘options and SARs outstinding and exercnsable as of December 31

2006: - - - . S A . BEIP B
Outstanding o *  Exercisable
Weighted- N : Welghted . .
. Range Average  Weighted-~ ‘ "A verage  Weighted-
o ’ of - Remaining - Average Remaining.  Average
- Exercise Number  Contractual Exercise Number_ Contractual Exercise
Price Outstanding  Life (Years) ' Price  Qutstandinig 'Life (Years)  Price
‘1999 Plans .......... $ 6.68 10,000 4 § 6.68 10,000 4. $ 6.68
10,000 . 10,000
Stock Option Plan. ... $9.20-$11.49 325,000 6 $968. 168000 6  § 968 .
' ‘_ " 11.50- 13.79 164,000 712, OI ., 89,000 - 6 11.87
Lo . . 13.8_0; 16.08 I 584,000 eal 8 T . l4 93 T 483 000 ‘gr 14. 95
) © 1609 1838 . 3000.° 8 1632 1000 7, 8 16. 32 :
20.69 - 22.98 508’000--. 5. 2290 . 505,000 '.7 5 <22 90
2,584,000 - 1,246,000 - -+ s
EquityPlan ... ... ... $16.09-$1838 366,000 9. Ts1803 L LT g ¢
S . 20.69 - 22.98 . 4,000 10 - 21:30_‘17 — L, . — ‘
. Lo 30000

-~

o . B : . . . ‘-'l_ . o ‘

Stock-based compensation cost of stock opnons and SARs is measured’ based on several criteria mcludmg,
but not limited to, input fa}ctors mcorporated into’ a valuation model’ such as expeeled term’of the award, stock .
price volatility, dividend rate, tisk-free interest'rate, and award forfenure rate: The 1npul “factors to. be used i in thé
valuation model are based on subjective future * ‘expectations combmed with management Judgment The *
" Company estimates the fair value of awards granted using the B]ack Scholes opuon pricing model. After
consideration ‘of both its implied volatility and historical volatility, the* Comipany determined its historical )
volatility to be the most accurate estimate of future volatility and therefore utilizes this measuré: The Compény
estimates the expected term based on historical exercise patterns, and- based the dividend yleld assumption on _
h1stoncal dividend payouts,-which is zero. The risk-free- mLerest rate assumption is based on observed interest .
raie$ appropriate for the expected term of the Company s opuons The Company uses historical data to estimate e
pre-vesting award forfeitures and records stock-based compensatlon expense only for those awards that are” '
expected to vest. The fair value of awards granted is amortized on a straight-line basis over the requisite service
periods of the awards, which are the vesting periods. -
Prior to January 1, 2006, for dlsc]osure purposes under SFAS No. 123 the Company estimated. the fair value
of awards granted consistent with the current methodology utilizing the Black-Scholes option pncmg model. The .
Company estimated the option term, dividend yield, and risk-free interest rate assumptions consistent with the
current methodology, however. the volatility of-the Company’s common stock at the date of grant was based ona -
combination of the Company's historical volatility rate and the historical volaullly rate of - comparable
companies. Also, prior to January |, 2006, compensation expense previotisly ‘recorded for unvested employee
stock-based compensation awards that were forfened upon employee termination was reversed in the period of
forfeiture.




AMN HEALTHCARE SERVICES;, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
¢ Stock-based compensatlon expense for,2006 and pro-forma stock-based compensauon expense for 2005 and

2004 for stock options and SARs granted was estimated at the date of grant using the Black-Scholes option-
pncmg model based on the following weighted average assumptions (annualized percentages):

s s 20
Expected life ............ e P 4.5 years S50years 5.0years
Risk-free interestrate . ................... O e e C 5% 4.0% 3.5%
Volatility ..:....... P e 46% - 48% 54%
Dividendyield ............ ... .. PP 0% % - 0%

" The weighted average grarit date fair value of the 386,000 SARs granted during 2006 was $8.02 per SAR,
and the weighted average grant date fair value of stock options granted during 2005 and 2004 ‘was $6.99 and
$7.39, respectively, per stock option. As of December 31, 2006, there was $8.6 million of total unrecogmzed
compensauon cost, net of esumated forfenures related to non-vested stock options and SARs. The Company
expects to recognize such cost over a welghled average penod of 1.9 years. The total intrinsic value of stock
options exercised was $74, 593 000, $5,748,000 and $1,270,000 for 2006, 2005 and 2004, respectively.” At
December 31, 2006, the.total intrinsic value of stock options and SARs outstanding was $34,421,000, and the
total intrinsic value-of stock options and SARs exercisable was $13:037,000. .

Restricted Stock Units

Y

. RS$Us, granted inder the Company’s Equity Plan, entitle the holder to receive, at the end of a vesting period,

a specified number of shares_of the Company’s common'’ slock ‘Stock-based compensation cost of RSUs is
measured by the market value of the Company’s common stock on the date of grant. The weighted average grant
(date intrinsic value was $18.08 per RSU-for the 262,000 RSUs granted during 2006. The Company uses
_historical « data to estimate pre-vesting award forfeitures and records stock-based compensation expense only for
those awards that are expected to vest. The grant date intrinsic valug of awards granted is amortized on a straight-
line baS|s over the requisite semce penods of the awards which are the vestmg penods .

The followmg table summanzes "RSU acuvny for non- vesled awards for the twe]ve months ended
* December 31, 2006 :

1

. ! Weighted Average

Number of Shares Grant Date
. + (in thousands) - Intrinsic Value
"Unvested at January 1, 2006 ... .. PO AN - —
Granted ............ ...... R 262 $18.08
72 £ PR — . _
Cancelled/forfeitedfexpired .. .. ... . ... . . . . . (D $18.03
Unvested at December 31,2006 .........c.ooeeeeoin. . . L. 255 $18.08

As of December 31, 2006, there was $3.5 miilion of total unrecognized compensation cost, net of estimated -
forfellures related to non-vested RSUs. The Company expects to recognize such cost over a penod of 2.3 years.
The aggregate intrinsic value of the RSUs was $7, 034 000 as of December 31, 2006.

"
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' The followmg table shows the total estimated stock-based compensanon ,expense,:, related to.all of the -

- N . .
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' NOTESTO CONSOLIDATED'FINANC_IALTSTATEMENTS.— (Continued)

‘rrn.‘-'.' ‘ L “;l'

. Company’s ‘equity awards recognized for the twelve month penod ended Decemoer 3l 2006 in accordance
wrth SFAS No. 123R (rn thousands except per share amounts) . :

H

Stock based employee compensauon before tax

5 Related income tax benefits ... ............

Stock based: employee compensanon net of tax

...............................

Net stock based emp]oyee compensatlon per common share

. For the twelve months ended December 31, 2006, the adopuon of. SFAS No. 123R resulted in cash ﬂows

Basrc T e

5

" Twelve Months Ended‘ )
:December 31, 2006
_—

from financing activities of $9, 232,000 for excess tax benefits related to stock options exercised during the
period. Prior to the adoption of SFAS No. 123R, the Company presented tax benefits associated with- stock

optron exercises as an operating cash flow: actrvrty

Prior to January 1, 2006, in accordance with the provrsrons of SFAS No. 123, the Company apphed APB
Oplmon No. 25 and related interpretations in accounting -for its 1999' Plans and the Stock Option Plan.
Accordrngly, because the 1999, Plans were performance-based, and certain grants under the Stock Optton Plan
were granted at less than fair market value the followmg ‘table ‘shows the total stock based compensatron
expense, related to all of the. Company s equity awards, recognized for the twelve month perrods ended

‘December 31, 2005 and 2004 (in thousands):

Stock based employee compensatron before tax
Related income tax. beneﬁts ................

L
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Years Ended December 31
2005 ' . zoﬂ )
$142 - $.750 °

(57 _(284)
$ 85 ‘$ 466
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i
. - . . ‘_'. .

" Had compensanon expense beén recogmzed for stock-based compensatmn dnrmg 2005 and. 2004 by *-+,
applying- the fair value provisions of SFAS. No. 123 net income and earnings per commeon- share wou]d have -

+*
%

The Company is subject to various claims and legal actions in the ordinary.course of business. Some of
these maltters include payroll and employee- -related matters and investigations by governmental agencies
regardmg employment pract1ces As the: Company: becomes aware of such clalms and legal actions, the Company

- . [
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been recordéd as follows (in thousands except per share amounts) R
LN “‘, ) \._‘, . . RN Lo . L] . Ll A b Al
i L T T L e T - , Years Ended December 31;
Lo o r - S 2
’ -Net i 1ncome as] reported e U e e " $22,234 - $17.346
“ " Deduct: Incremental stock-based employee compensatlon expense determmed under-the o ' .
fair value based method for all awards net of fax o T LA BST5) T T(,003)
Proformanetmcome ..... .......... "$1'8;659 $15,343
Earmngs per lJommon share - o ' o " e
Basw as reported PP e . %076 § 061 .
.__‘:._. oy P o R -- , - . e -‘—.' ‘r, - Pe ‘,, .
It Bas1c—pro forma Wee o A e R AR $' 0.64 $ .054 -~
Dlluted—as reponed SR e, L e S $ 0.69 $ 055
Drluted—pro forma @, 0o IR e e e e . $ 058 § 049
-4 . - - . - . - . k M -
(11) Related Party Transactions B
(a) Majonty stackholder - . ' L
wY . . : ’ . .
Dunng 2004, ‘the Company paid an affiliate of the controlling stockholders $10,000for out of pocket‘
expenses related to meetmgs of the Board of Directors, which is mcluded in sellmg, general and admmrstratwe
expenses in the accompanymg consolldated statement$ of operatrons ' _

N The Company completed. secondary offenngs of its common stock for 2 300,000 and*10, 631 303 shares on’: -
. April 18; 2005 and May 27, 2003, respectively: All of the 12,931,303 shares were sold by affiliates of Haas-
Wheat & Partners L.P;a pnvate equity investment firm whose affiliates had owned shares of the company since |
1999. Robert B. Haas; who exercised sole voting and dispositive power over the 12,931,303 shares by virtue of
his control over Haas Wheat & Partners, L.P: and its-affiliates, served as the Chalrman of the Company’s Board
of Directors until. May 4, 2005. The: Company’s Presiding Director, Douglas D “Wheat, served as President of
Haas Wheat ‘& Partners L.P. at the time of the secondary offermgs :

(b) Mmonty stockholders '
_ ~During 2005 a famlly member of an MHA executive received a non-interest bearing loan of $55,000 pnor
10 the acquxsmon date, of which $16 000 was included in other current assets in the accompanying consolidated -
“balance *sheet for the year ended December 31, 20()5 During 2006, the remaining unpald balance of $16,000 was® ~.
forgwen by. the Company _ . _ : AR
(12.) Commltments and Contmgencres ‘ ] ' . _T*’v'
(a) Legal




"AMN HEALTHCARE SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contmued)

provides accruals if the exposures are probable and estimable. If an adverse outcome of 'such claims and legal
actions is reasonably possible, the Company assesses materiality and provndes disclosure, as appropriate. The
Company may also become- subject to claims, governmental inquiries and investigations and legal actions
relating to services provided by the Coripany’s temporary healthcare professionals, and maintain accruals for
these matters if the amounts are probable and estimable. The Company is currently not aware of any such
pending or threateneg lltlgauon that would be considered reasonably likely-to have a material adverse effecl on
the Company s consolidated financial posmon results of operations or liquidity,

L . - [ *

({J)Leases _ o _ - ‘ S

Y

The Company leases certain office facilities and equipment under various operating and capital leases over
the next five years and thereafter, ‘The Company recognizes rent expense on a straight-line basis over the lease
term.’ Future mrmmum Iease payments uunder noncancelable operatmg leases  (with” mlual or remammg lease

| terms in: excess: ‘of one year) and future mmlmum caprtal lease paymenls as of December 31, 2006 are as follows' )

ey -

(m [housands) R R L ST T R S O )
v - - . . oo s . o Capital Operatlng
: N "_ L ’ ' S i ' AT : , Lenses . Leases "
" Years ending December 31: L S L N
2007 ... . e .......................... -§ 661 % 13,329
, 2008..'....__.' ..... 5‘ ........ . e 657 .12933
2009 .. ... [ e e .............. - 648 12,851
2000 ... T PR 328 12,523
2001 .o S e, 68 11,947
Thereafter ...... e T—= 64,591
. Total minimum lease payments ..............vieernnn... L0 82362 $128,174
. Less amount representing interest (at rates rangmg from 2.9% to- . ’ ' . )
oo 153%) ....o...... e i e p o (174)
o » Present value of minffnum lease payments ......... ... .. A b
Less cufrent installments of obligations under capltal leases ............ . (580)
: Oblrgauons under capltal ]eases excludmg current 1nstallments ..... ..., $1,608

* Fixed assets obtamed through capital leases as of December 3! 2006 and‘ 2005 are -as follows (in

thousands):
- Fixedassets ............ e DO L $2,904  $2,203
e Accumulated amortization - .. ... ... ... . e .. 7.(869) (400}
’ Fixed assets, net . .. ... PR . . $2,035°  $1,803

Obligations under capital leases are included in other current and other long-term liabilities in the
accompanying consolidated balance sheets. Rent expense was $14,592,000, $11,839,000, and $10,682,000 for
the years ended December 31, 2006, 2005 and 2004, respectwely

[
*




AMN HEALTHCARE SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Centinued)

(13) Quarterly Financial Data (Unaudited)

Year Ended December 31, 2006

' First . Second Third Fourth . .
oo P Quarter  Quarter Quarter. " Quarter Total Year
’ " ’ . : (In thousands, except per share data)
Revenue ............ . A e $254,265 $261,176 $282,728 $283,534 §1,081,703
Gross profit ................. .. L., $68301 § 70,022 $ 76692 $ 74273 $ 289288
"NEtinCOME .. ..vviiiiit i, $ 8301 $ 7271 % 9472 $ 10047 $ 35,091
Net income per share: ' ' . S .
Basic'....... P $ 026 8 023§ 029 % 029 $ 107
Diluted ... .. .. e PSPPI $ 024 § 021 $ 028 % 029 % 1.02
» . ' T Year Ended December 31, 2005
o Ut U DRt ¢ Second | Third, . Fourth © :
L S ST s ‘e o 4w U Quarter *', Quarter " Quarter ‘Quart‘e'r(a}-eTotal Year
o , ‘ e ot {In thousands, excepl per share data) .
Revenue . e " $156,842 $160,689 - $166,883 ~ $221, 429 $ 705 843
Grbss'l')rbﬁt-' ...... ’ e e $ 35717 § 37,168 $ 39,544 '$ 57,806 $ 170,235
Netincome ........ DR . $ 3993 $ 4416 $ 6848 $ 6977 $ 22234
' Netincome per share: - - - S ' '
BASIC ool S .0$ 014 $ 015 $ 024%% 0238 0.76
Diluted . . . .. AT e $0003.8%8 014 S 0228 021§ 069
. fl Aot
5
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Item 9. Changes In and Disagreements With Accountants on Accounting and Firancial Disclosure .
None,
Item 9A. Controls and Procedures '

1 Evgluation of Disclosure Controls and Procedures

We carried out an evaluation, under the supervision and with the participation of our management, including
our principal‘executive officer and principal financial officer, of the effectiveness of our disclosure controls and
procedures, as defined in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act-of 1934. Based.on that
evaluation, our Chief Executive Officer and Chief Financial Officer have ¢oncluded that our disclosure controls
and procedures as of December 31, 2006 were effective to ensure that information required to be disclosed by us
in reports that we file or submlt under the Securities Exchange Act of 1934 is recorded, processed, summarized
and reported within the time penods specified in the Secunues and Exchange Commtssmn s rutes and forms

2) Mhnagement’s Annual Report on Internal Control Over Financial Reportjng

Our management is responsible for éstablishing and maintaining adéduale internal control over financial
reporting, as such term is' defined in Exchange Act Rules 13a-15(f). Under the supervision and with the
participation of our managemem including our Chief Executive Officer and Chief Financial Officer, we
conducted an evaluation of the effectiveness of our internal control over financial reporting based on-the
framework in Internal Control—Integraied Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission. Because of its inherent limitations, internal control over financial reporting may not
prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject

" to the.risk that controls' may become inadequate” because of changes in conditions, or that the degree of

compliance with the polictes or procedures may deteriorate. Based on our evaluation under the framework in
Internal Control—Integrated Framework, our management concluded that our internal control over financial
reporting was effective as of December 31, 2006. ‘

Our man?gemént’s asses.smeht of the effectiveness of our internal control over financial repof'ting as of
December 31, 2006 has been audited by KPMG LLP, an independent registered public accounting firm, as stated
in their report which is included herein.

(3) Changes in Internal Control qur Financial Reporting

There were no’changes in our internal control over financial reporting that occurred during the quarter ended
December 31,-2006 that have materially affected or ‘are reasonably likely 10 materially’ affect, our.internal
control over financial reportmg g
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(4) Report of Independent Registered Publié Accounting Firm-

The Board of Directors and Stockholders
AMN Healthcare Services, Inc.:

We have audited management’s assessment, included in the accompanying Management’s Annual Report
on Internal Control Over Financial Reporting (Item 9A.2), that AMN Healthcare Services, Inc. and subsidiaries
(the Company) maintained effective internal control over financial reporting as of-December 31, 2006, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). The Company’s management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting. Our responsibility is to express an opinion on management’s assessment
and an opinion on the effectiveness of the Company’s internal control over financtial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting.Oversight Board
(United States). Those, standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit included
obtaining an understanding of internal control over financial reporting, evaluating management’s assessment, testing
and evaluating the design and operating effectiveness of internal control, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use; or dlsposmon of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness'to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control over financial
reporting as of December 31, 2006, is fairly stated, in all material respects, based on criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSQ). Also, in our opinion, the Company maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2006, based on criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of the Company as of December 31, 2006 and 2005, and the
related consolidated statements of operations, stockholders’ equity and comprehensive income (loss), and cash
flows for each of the years in the three-year period ended December 31, 2006, and our report dated March 8,
2007 expressed an unqualified opinion on those consolidated financial statements.

/s! KPMG LLP

San Diego, California
March 8, 2007

Item 9B. Other Information

None.
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PART III

Item 10. Directors, Executive Officers and Corporate Governance '

Information required by this item, other than the following information concerning our Code of Ethics for
Senior Financial Officers, is incorporated by reference to the Proxy Statement under the headings “Nominees for
‘the Board of Directors” and “Non-Director Executive Officers” to be distributed in connection with our Annual
Meeting of Stockholders to be held on April 18, 2007. ‘ ) '

We have adopted a Code of Ethics for Senior Financial Officers that applles 10 our prmc1pa] executive
officer, principal financial officer, pnnc1pal accounting officer or any person performmg similar functions, which
is posted on our website at www.amnhealthcare.com/investors. We intend to publish any amendment to, or
waiver from, the Code of Ethics for Senior Financial Officers on our website.

Item 11. Executive Compensation

Information required by this item is incorporated by reference to the Proxy;Statemem'under the heading
“Executive Compensation and Related Information” to be distributed in connection with our Annual Meeting of
Stockholders to be held on April 18, 2007.

Item 12. Security Ownership of Certam Beneﬂcwl Owners and Managemem and Related Stockholder
Matters .

Informauon required by this item is incorporated by reference to-the Proxy Statement under the heading
“Security Ownership of Certain Beneficial Owners and Management” to be distributed in connection with our
Annual Meeting of Stockholders to be held on April 18, 2007,

Item 13, Certain Relétionshi'ps and Related Transactions, and Director Indepe'nde;;ce_

Information required by this iterriis incorporated by reference to the Proxy: Statement under the heading
“Certain Relationships and Related Transactions” to be distributed in connection with our Annual Meeting of
Stockholders to be held on April 18, 2007. : T . . :

Item 14. Principal Accauntant Fees and Services .,

Informatlon required by, thls ltem is 1ncorporated by refercnce to [hc Proxy Statement under the heading
“Indcpendent Registered Public Accountmg Firm” to be dlstnbuted in. connectlon w1th our. Annual Meeting of
Stockholders to be held on April 18, 2007.

I : - .
BN ‘ . .o SR . . . ¢
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PART IV

Item 15. Exhibits and Financial Statement Schedules . o : -
(a) Documents filed as pan of the report.

(I) Comolldated Fmanc1al Slalemems

Reporl of Independent Registered Public Accounting Firm

Consolidated Balance Sheets

Consolidated Statements of Operations

Consolidated Statements of Stockholders’ Equuy and Comprehensive Income (Loss)
* Consolidatéd Statements of Cash Flows ‘

Notes to Consolidated Financtal Statements

(2) Financial Statement Schedules
Schedule [I—Valuation and Qualifying Accounlts
(3) Exhibits

Exhibit :
Number ° Description

21 . Acquisition Agreement, dated as of October 5, 2005, by and among AMN Healthcare Services, Inc.,
Cowboy Acquisition Corp., The MHA Group, Inc. and James C. Merritt and Joseph E. Hawkins
{(incorporated by reference to the exhibits filed with the Registrant’s Current Report on Form 8-K
filed on October 6, 2005) -

22 Amendment No. 1 10 Acquisition Agreement, dated as of October 21, 2005, by and among AMN
Healthcare Services, Inc., Cowboy Acquisition Corp., The MHA Group, Inc. and James C. Merritt
and Joseph E. Hawkins (incorporated by reference to the exhibits filed with the Registrant’s
Quarterly Report on Form [0-Q for the quarter ended September 30, 2005).

23 Amendment No. 2 to Acquisition Agreement, dated as of October 21, 2005, by and among AMN
" Healthcare Services, Inc., Cowboy Acquisition Corp., The MHA Group, Inc. and James C. Merritt
and Joseph E. Hawkins (incorporated by reference to the exhibits filed with the Registrant’s
Quarterly Report on-Form 10-Q for the c[uartqr ended September 30, 2005).

24 Stock Purchase Agreement, dated April 28, 2006 by and among AMN Healthcaré Services, Inc. and
" Joseph B. Caldwell, Floyd E. Cotham, Jr., Joseph E. Hawkins, James C. Merritt; Ruth M. Merritt
o and Mark E. Smith (mcorporated by reference to the exhibit flled w1th the Reglstrant $ Current
B o Reporl on Form 8-K'dated May 1, 2006) C

P TN
[0 '

T3 Amended and Restated Cemf" cate of lncorporauon of AMN Healthcare Ser\uces Inc. ***.

3.2 Second Amended and Restated By-laws of AMN Healthcare Services, Inc. (mcorporated by
S reference to the exhibits filed with the Reglslrant s Quarterly Report on Form-10-Q for the quarter .
i _ ended March 31, 2005) N

4.1 . Spcc1mcn Stock Certificate *** - ‘ '

42 .Registration Rights Agreement, dated as of November 16, 2001, among the Registrant, HWH
Capital Partners, L.P., HWH Nightingale Partners, L.P., HWP Nightingale Partners II, L.P., HWP
' Capital Partners 11, L. P., BancAmerica Capital Investors SBIC I, L.P., the Francis Family Trust
dated May 24, 1996 and Steven Francis ***

- 4.3 Amendment No. | to the Registration Rights Agreement dated November 16, 2001, dated- .April 18,
2005 (incorporated by reference to the exhibits filed with the Registrant’s Current Report on

Form 8-K filed on April 22, 2005). ) e
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109 -

4.4

45

46

‘103

104

10.5

10.6

10.7

-

108,

10.10

10.11

- 10.12

' 2001 Stock Optlon Plan Stock Opt1on A greement dated-: as of- January l7 2002 between the

-+2001. Stock Optron Plan Stock Option' Agreement dated as of January 17, 2002 between the

Amended and Restated’ Registration Rights Agreement, dated as of November 2, 2005, among AMN
Healthcare Services, Inc.,-Steven Francis, the Francis Famrly Trust dated May 24, 1996, James
~ C. Merritt and Joseph E. Hawkins (mcorporated by reference to the exhibits filed w1th the
Regtstrant 5 Quarterly Report on Form 10-Q for the quarter ended September 30, 2005)

Second Amended and Restated Credit Agreement by and'among | Bank of America, N. A AMN
Healthcare Inc., as borrower, AMN Healthcare Services, Inc,, AMN Serv1ces Inc., O’ Grady- -
Peyton [mernauonal (USA) Inc., International Healthcare Recrulters Inc. and AMN Stafﬁng
Services, Inc., The MHA Group Inc. Merritt, Hawkins & -Associates, Med Travelers, Inc’, RN
Demand, Inc., MHA Allied Consulting, Inc.,'as guarantors dated November 2, 2005 (incorporated

. by reference to the exhibits filed with the Regrstrant 3 Quarterly Report on Form 10 Q for the
quarter ended September 30, 2005). . .

First Amendment to Second Amended And Restated Credtt Agreement dated asiof May 1, 2006, by
and among AMN Healthcare, Inc., as borrower, AMN Healthcare Serv1ces Inc., AMN Services,
Inc., O Grady Peyton International- (USA) Inc International Healthcare Recrurters Inc. . AMN

- - Staffing Services, Inc.; The MHA Group, Inc., Merritt, Hawkins & Associates, Med Travelers Inc., .
RN Demand, Inc., Staff Care, Inc., MHA Allied‘Conshlting, Inc. and Med Travelers, LLC, as ..
guarantors, the lenders identified on the signature pages thereto and Bank of America, N.A., as :
administrative agent (mcorporated by reference to:the exhtbtt filed with the Regrstrant s Current
Repon on Form 8-K dated May l 2006)

Ofﬁee Lease dated as of Apnl 2, 2002 between Kllroy Realty, L P. and AMN Healthcare Inc. **+*

AMN Healthcare Serv1ces Inc, 200] Stock Option Plan (Management Contract o1 Compensatory
Plan or Arrangement)** t

AMN Healthcare Services, Inc. 2001 Senior Management Bonus Plan (Management Contract or
Compensatory Plan or Arrangement)**

AMN Healthcare, Inc. Executive Nonqualified Excess Plan (Management Contract or Compensatory
- Plan or Arrangement) *EEE .

Amendment to AMN Héalthcare, Inc Executive Nonqualified Excess Plan, dated as of January 1,
2002 (Management Contract or Compensatory Plan or Arrangement) Hokkt.

200l Stock Option Plan Stock Option Agreement, dated as of January 17, 2002 between the
Reglstrant and Steven Francrs (Management Contract or Compensatory Plan or Arrangement) Rkk o

2001 Stock Option Plan Stock Option Agreement; dated as of January 17, 2002; between the
Reg1strant and Susan Nowakowski {Management Contract or Compensatory Plan or
Arrangement) Hokok

5 . . . - ‘f:r,':':. ;-'-". . s

Reglstrant and erl1am M1ller (Management Contract or Compensatory Plan or Arrangement) rEEE

Reglstrant and Andrew Stern {Management Contract or Compensatory Plan or Arrangement) ****

Executrve Severance ‘Agreement between AMN Healthcare, Inc, and. Davrd C. Dreyer, dated
September 20, 2004 (Management Contract or Compensatory Plan or Arrangement) {incorporated
by reference to the exhibit filed with the Reg:strant s Current Report on Form 8-K dated September
16, 2004).

Stock Option Plan (incorporated herein by reference to the Regtstrant s Proxy Statement, Schedule
14A ﬁled with the Commlssmn on April 14, 2004 (SEC File No. 1- 16753))

Stock Option Plan Stock Optlon Agreement, dated as of May 18, 2004 between the Reglstrant and
Andrew M. Stern (Management Contract or Compensatory Plan or Arrangement)**¥**
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10.13

10.14

10.15

10.16

10.17

10,18

10.19

1020

10.21

10.22

1023

10.24
10.25

10.26

10.27 -

10.28

10.29

10.30

10.31

Stock Option Plan Stock Option Agreement, dated as of May 18, 2004, between the Registrant and |
William F. Miller I1I (Management Contract or Compensatory Plan or Arrangement)*###*

Stock Option Plan Stock Option Agreement, dated as of May 18, 2004, between the Registrant and
Kenneth F. Yontz (Management Contract or Compensatory Plan or Arrangement)*#%*#

~ Stock Option‘Plan Stock Option Agreement, dated as of May 18, 2004, between the Registrant and

Steven C. Francis (Management Contract or Compensatory Plan or Arrangement)***+¥*

Stock Option Plan Stock Option'Agreement, dated as of May 18, 2004, between the Registrant and
Susan R. Nowakowski (Management Contract or Compensatory Plan or Arrangement)*#x

" Stock Option Plan Stock Option Agreement, deted ‘as of May 18, 2004, between the Registrant and

Denise L. Jackson (Management Contract or Compensatory Plan or Arrangement)* ¥k

Stock Option Plan Stock Option Agreement dated as of September' 20, 2004, between the Registrant
and Dav1d C. Dreyer (Management Contract or Compensatory Plan.or Arrangemem)*****

Executive Severance Agreement, dated as of December 20, 2002, between AMN Healthcare, Inc. and
Denisé L. Jackson (Management Contract or Compensatory Plan or Arrangement)¥¥###

Stock Option Plan Stock Option Agreement, dated as of January 17, 2002, between the Registrant and
Denise L. Jackson (Management Contract or Compensatory Plan or Arrangement)*****

Stock Option Plan Stock Option Agreement, dated as of May 8, 2003, between the Registrant and
Denise L. Jackson (Managemeént Contract or Compensatory Plan or Arrangement)*****

Employment Agreement, dated as of May 4, 2005, betweén AMN Healthcare, Inc. and Steven

C. Francis. (Management Contract or Compensatory Plan or Arrangement)*******

Employment Agreement, dated as of May 4, 2005, between AMN Healthcare Inc. and Susan
R. Nowakowski. (Management Contract or Compensatory Plan or Arrangement)*******

Exeeunve Severance Agreement, dated as of May 4, 2005, between AMN Healthcare, Ine and Denise
L. Jackson. (Management Contract or Compensatory Plan or Arrangement)*******

‘Executive Severance Agreement, dated as of May 4, 2005, between AMN Healthcare, Inc. and Dav1cl

C. Dréyer. (Management Contract or Compensatory Plan or Anangemem)*******

Stock Option Plan Stock Option Agreement dated as of September 28, 2005, between the Registrant
and Steven C. Francis (incorporated by reference to the exhibits filed with the Registrant’s
Quarterly Report on Form 10-Q for the quarter ended September 30, 2005).

Stock Option Plan Stock Option Agreement, dated as of Septe'mber 28, 2005, between the Registrant
and Douglas DD. Wheat (meorporated by reference to the exhibits filed with the Registrant’s
-Quarterly Reporl on Form 10-Q for the quarter ended September 30; 2005). :

Stock Option Plan Stock Optlon Agreement, dated as of September 28, 2005, between the Registrant
and R. Jeffrey Harris (incorporated by reference to the exhibits filed with the Registrant’s Quarterly
Report on Form 10-Q for the quarter ended September 30, 2003). - .

Form of Indemnification Agreement (incorporated by reference to the exhibits filed with the
Registrant’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2005).

The 2005 Amended and Restated Executive Nonqualified Excess Plan of AMN Healthcare, Inc.
(incorporated by reference to the exhibits filed with the Registrant’s Quarterly Report on Form 10-Q
for the quarter ended September 30, 2005).

Amendment, dated as of March 8, 2006, to the Executive Severance Agreement, dated as of May 4,
2005, between AMN Healthcare, Inc. and Denise L. Jackson (Management Contract or
Compensatory Plan or Arrangement), * sk
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10.32

10.33
10.34
10.35
10.36
10.37
10.38

18.1

21.1

231
311

31.2
321

322

*%

kK

R *ogdek

. Form S-1 (File, No 333-86952).
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Amendment, dated as of March 8, 2006, to the Executive Severance Agreement, dated as of May 4,
2005, between AMN Healthcare, Inc. and David C. Dreyer (Management Contract or Compensatory

Plan or Arrangement) FhEdkRkRE -
¢

’ AMN Healthcare Equity Plan******

Form of AMN Healthcare Eqmty Plan Stock Appreciation Right Agreement—Dtrector******
Form of AMN Healtheare Equity Plan Restncted Stock Unit Agreement—Director**##*
Form of AMN Healtheare Equity-Plan Stock Appreciation Right Agreement—Officer****#*
Form of AMN Healthcare Equity Plan Restricted Stock Unit Agreement—Officer*#****

Letter of Resignation to Board of Directors of AMN Healthcare Services, Inc., dated July 17, 2006,
from Steven C. Francis (incorporated by reference to Exhibit 99.1 filed with the Registrant’s
< Current Report on Form 8- K filed on July 19, 2006). P -

Letter regardlng change in accountmg prmc:ple from Independent Registered Public Achounti_ng
Firm.* '

Subsidiaries of the Registrant.*
Consent vof-Independent Registered Public Accounting Firm.*

Certification ‘by Susan R. Nowakowski pursuant to Rule 13a-14(a) of the Securities Exchange Act of
1934%

Certification by David C. Dreyer pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934*

Certification by Susan'R. Nowakowski pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002*%

Certification by David-C. Dreyer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002*

Filed herewith. )

Incorporated by reference to the exhibits. filed with the Reglstrant $ Reglstranon Staterment on
Form S-1 (File No. 333-65168). g

Incorporated by reference o the exhibits filed with the Registrant’s Annual Report on Form 10-K for
the fiscal year ended December 31, 2001.

-

Incorporated by referenee to the exhibits ﬁled with the Reglstrant s Registration Statement on

Incorporated by reference to the exhibits filed with the Reglstrant s Annual Report on Form 10-K for
the fiscal year ended December 31, 2004,

Incorporated by reference to the exhibit filed with the Registrant’s Current Report on Form 8-K dated
April 13, 2006 ‘

Incorporated by referenee to the exhibits filed with the Registrant’s Quarterly Report on Form 10-Q
for the quarter ended March 31, 2005,

Incorporated.by reference to the exhibits filed with the Registrant’s Annual Report on Form 10-K for
the fiscal year ended December 31, 2005.
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SIGNATURES s e

Pursuant to'the requ1remenfs.-0f Section 13 or 15(d) of the Securlt:es'Exchangé Act of 1934, the
* registrant has duly caused thls report to be signed on its behalf by the undersngned thereunto duly
authorized. _ ] -

AMN HEALTHCARE SE‘LR"VI'CES, INC.

s/ SusanN R. NOWAKOWSKI

"Susan R. Nowakowski .
.. - -+ President and Chief Executive Officer

Date: March 9, 2007 ‘ ' ’ e . .

.

Pursuant to the requlrements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on_ behalf of the reglstrant and in the capacities indicated and on the 9th
day of March 2007 . .

s/ Susan R. NOWAKOWSKI -

‘ Susan R, Nowakowski
Director, President and Chief Executive Officer
. ' * (Principal Executive Officer)

/s/  STEVEN C. FRANCIS

Steven C. Francis
1 . Director and Chairman of the Board

/s/ WiLLiam F. MILLER III

William F. Miller I11
Director.,

/s/  ANDREwW M. STERN

Andrew M. Stern
1 A : oo ' . ‘ . Director

/) DOUGLAS D. WHEAT

s .- Douglas D. Wheat
' S Director

/$/  KeENNETH F. YONTZ

. Kenneth F. Yonlz .
Director :

lsl R JEFFREY HARRIS

R. Jeffrey Harris
Director - P

, /s/ PaUL E. WEAVER
: ‘ * “'Paul E. Weaver
: ' . : Director

fs/ Davin C. DREYER: '
David C. Dreyer
Chief Accounting Officer,
Chief Financial Officer and Treasurer
{Principal Accounting and Financial Officer)
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Schedule 11

R A ‘ AMN HEALTHCARE SERVICES, INC. . R

VALUATION AND QUALIFYING ACCOUNTS
For Years Ended December 31, 2006, 2005 and 2004

Balance st Balanceat
Lo . - B the Beginning . R . . . Endof . }
Allowance for Doubtful Accounts of Year | Provision Deductions(*) Year
; N I " : . (in thousands) T . '
Year ended December 31, 2004 ..... C $3342 $ 173 $(1,763)  $1L752
Yea}r_.cnded December 31,2005 ... .. $£1,752 ) $1,738 s(Lns)y %2375
Year ended Decembeér 31,2006 . . . .. - 82,375 $2,809 ' $(1.934)  '$3,250°°

(*) Accounts written off

oy L ’ P e

See accompanying report of independent registered public accounting firm. -
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Exhibit 18.1

Letter regarding change in accounting principle from Independent Registered Public Accounting Firni

v
i

The Board of Dxrectors and Stockholders
"AMN Healthcare Services, Inc

We have audlted the consolidated balance sheets of AMN Healthcare Services, Inc. and subsidiaries (the
Company) as’ of December 31 2006, and 2005, and the related consolidatéd slatements of operations,
stockholders™ equity and comprehenswe income (loss), and cash flows for each of the years in the three-year
period ended December 31, 2006, and have reported theréon under date’ of March 8, 2007. The aforementioned
consolidated fi nanc1al statements and our audit report thereon are mc]uded ifi the Company s Annual Report on
Form 10-K for the year ended December 31, 2006.

As stated in note 1 to those consolidated financial statements, the Company changed its method of ‘applying
Statement of Financial Accountmg Standards (SFAS) No. 142, Goodwill and Other Intangible Assets, such that
the annual impairment testing date relating to goodwill and intangible assets with indefinite lives was changed
from December 31 to October 31; note 1 also states that the newly adopted accounting principle is preferable in
the circumstances because it will allow the Company more time to accurately complete its impairment testing
.process in order to incorporate the results in its annual financial statements and timely file those statements with
the Securities and Exchange Commission, In accordance with your request, we have reviewed and discussed with
Company officials the circumstances and business judgment and planning upon which the decision to make this
change in the method of accounting was based.

With regard to the-aforementioned accounting change, authoritative criteria have not been established for
evaluating the preferability of one acceptable method of accounting over another acceptable method. However,
for purposes of the Company’s compliance with the requlrements of the Securities and Exchange Commission,
we are furnishing this letter. :

Based on our review and discussion, with reliance on management’s business judgment and planning, we concur
that the newly adopted method of accounting is preferable in the Company’s circumstances.

/s/ KPMG LLP

‘San Diego, California
March 8, 2007




- - - - Subsidiaries of the Registrant -, . -
" Jurisdiction of
Subsidiary Organization *
AMN Healthcare,Inc. ................................ Nevada
AMN Services, Inc, ............ TR P North Carolina
AMN Slafﬁng Serv:ces lnc. e .. Delaware
o’ Grady Peyton International (USA) Inc, ... ... Ma«;sachusetts
o Grady-Peyton lntemauonal (Australla) (Pty) Inc. ........ Austraha .-
O Grady Peyton Intematlonal Recrullmem u. K. Limited . United ngdom
O] Grady Peyton [nlernanonal (SA) (Propnetary) Limited ... . South Africa
O Grady-Peyton Imemauonal (Europe) L1m1led e United Kjrigdom'
O GradyI Peyton ]mernatlon‘gl (India) Prwate leued ..... ~... India )
International Healthcare Recruners Inc .............. ... .Delaware
TthHAGroup,[nc...................'.' .......... .. Texas
Merritt, Hawkins & Assocrates ...... e California -,
Staff Care, Inc. ............. P P Delaware
Med Travelers,Inc. . ... oo . Texas
RN Demqnd, Inc, ... e Texas
MHA Allied Consulting, Inc. .......................... Texas
Delaware

Med Travelers, LLC ..................... e .

Exhibit 21.1




Exhibit 23.1
Consent of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
* AMN Healthcare Services, Inc.: .
We consent to incorporation by reference in the registration statements No. 333-117695, No. 333:133305, and
No. 333-133227 on Form S$-8 and in the registration statement No. 333-132371 on Form S- 3 of AMN Heallhcare
Services, Inc, of our reports dated March 8, 2007, with respect to the consolidated balance sheets of AMN

: iHealthcare Services, Inc. and subsidiaries, as of December 31, 2006 and 2005 and the related consohdated-'

_statements of operauons stockholders’ équity and comprehenswe mcome (loss) and cash flows for each’ of lhe

" “years in the three-year period ended December 31, 2006, and the related ﬁnancm] statemem Schedule I,

management’s assessment of the effectiveness ‘of internal control over ﬁnancml reponmg as of December 31,.
2006, and the effectiveness of internal control over financial” reporting as. of December 31, 2006, Wthh repons
appear in the’ December 31 2006 Annual Report on Form 10-K of AMN Healtheare Servwes Inc

'Our report refers to the Company s adoptlon of Statement of Financial Accounting Standards No 123(R) Share-
Based Payment, effective January 1, 2006. .o

/s KPMG LLLP

. San Diego, California
- "March 8, 2007 ’
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Exhibit 31.1

Certification Pursuant To
Rule 13a-14(a)} of the Securities Exchange Act of 1934

I, Susan R. Nowakowski, certify that:
1. I have reviewed this report on Form 10-K of AMN Healthcare Services,-Inc.; ' :

' 2. Based on my k'nowledge, this report does not contain any untrie statement of a material fact or omit to
state a material fact necessary to make the statements madé, in light of the circumstances under which such
statements were made, not misleading with respect to the perlod covered by this report; :

3. Based on my knoWIedge, the financial statements,"and other financial information included in this report,
fairly present in all material respects the financial condition; results of operauons “and cash flows of the registrant
as of, and for, the periods presented in this repor;

4. The reglstranl § other Cerllfy:ng ofﬁcer and Tare responsrble for, establtshmg and mamtamrng dlsclosure
controls and procedures (as deﬁned in Exchange Act Rules 133-15(e) and 15d- lS(e)) and mlernal control over
financial reportlng (as defined in Exchange Act Rules 13a- 15(f) and 15d- lS(f’)) for the reglstrant and have:

a) Desrgned such’ drsclosure controls and procedures, or caused such dtsclosure controls and procedures
to be designed under our supervrston to ensure that material information relaung to the reglstrant including
its consolidated subsidiaries, is made known o us by others within those” entmes parttcularly during the
penod in which this report is being prepared v

by De51gned such internal control dver financial reportmg, or caused such mtemal control .over
financial reporting to be desngned tinder our supetrvision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of ﬁnanctal statements for external purposes in
accordance with generally accepted accountrng principles;

. ¢) Evaluated the effecnveness of the registrant’s drsclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

d) Dlsclosed in this report any Change in the reglstrant 5 mtemal controls over ﬁnancral reportlng that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter m the case of
an annual report) that has materially affected, or is reasonably likely to materially affect, the regrstram 8
internal control over financial reportmg, and
5. The registrant’s other certlfymg officer and I have drsclosed based on our most recent evaluatlon of
internal control over financial reporting, to the registrant’s auditors and the audn commitiee of the registrant’s
board of directors {or persons performmg the equwalenl functions):

a) All srgmﬁcanl deﬁctencres and matenal weaknesses in the de51gn or operatlon of mtemal control
over financial reportmg ‘which are reasonably likely to adversely affect the registrant’s ability to record,
pl’OCCSS summanze and report ﬁnancml mformatron ancl

b) Any fraud, whether or not matenal that mvolves management or other employees who have a
s:gmﬁcant role in the registrant’s internal control over financial reporting

/s/ SUSAN R. NOWAKOWSKI

Susan R. Nowakowski
.2 , : . President and Chief Executive Officer
R T - S . - (Principal Executive Officer)

Date: March 9, 2007

|-




Exhibit 31.2

Certification Pursnant To
Rule 13a-14(a) of the Securities Exchange Act of 1934

1, David C. Dreyer, certify that: ot
1. I have reviewed this report on Form 10-K of AMN Healthcare Services, Inc.; ..

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the peried covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and.cash flows of the registrant
as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules {3a-15(e) and 15d- 15(e)) and internal control over
financial reporting {(as « defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure conirols and procedures, or caused such disclosure controls and procedures
to be designed under our super\nsnon to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entmes parucularly during the
period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting’ to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
. this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal controls over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of
an annual report) that has materially affected, or is reasonably llke]y to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer and [ have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit commlttee of the registrant’s
board of directors (or persons performing the equivalent functions}:

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which arereasonably likely to adversely affect the registrant’ s ablhty to record
process, summarize and réport financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over finanmal reporting

fs/ Davip C. DREYER

David C. Dreyer
Chief Accounting Officer,
Chief Financial Officer and Treasurer
(Principal Accounting and Financial Officer)

Date: March 9, 2007




Exhibit 32.1

AMN Healthcare Services, Inc.

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION %06
OF THE SARBANES-OXLEY.ACT OF 2002

In-connection with the Annual Report of AMN Healthcare Serwccs sInc. (the “Company”):on Form 10-K

for the period ended December 31,'2006 as filed with the Securities and Exchange Commission -on: the date
hereof (the “Report™); I, Susan R. Nowakowski, President and Chief Executive Officer-of the Company, certify,
pursuant to I8 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

i

(1) The Report fully complies wuh the requirements of section l3(a) or 15(d) of the Securmes
Exchange Act of 1934; and :

{2) The information contained in the Report fairly presents, in all material respects, the financial
- condition and results of operations of the Company. - - . .

b

/s SusaN R. NOWAKOWSKI

_ Susan R. Nowakowski
. President and Chief Executive Officer
" . March 9, 2007




Exhibit 32.2

AMN Healthcare Services, Inc.

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

* In connection -with the Annual Report of AMN Healthcare Services, Inc. (the “Company”) on-Form 10-K
for the period-ended December 31, 2006 as filed with the Securities and Exchange Commission on the date

certify, pursuant to 18 U.S.C. Section 1350, as adopied pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, that »

(1) The Report fully comphes with the requlrcments of section 13(a) or 15(d) of thc Securities
Exchangc Act of 1934; and

(2) The ‘information contained in the Report fairly presents, in all matenal respects, the: ﬁnancml
condition and results of operauons of the Company.

- U . - _Is/ DaviD C. DREYER
- : L David C. Dreyer
. : Chief Accounting Officer,
Chief Financial Officer and Treasurer
March 9, 2007.

hereof (the “Report™), I, David C. Dreyer, Chief Accounting Officer and Chief Financial Officer of the Company,

e a amie -
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CEO Certification. In 2006, the company's Chief Executive Officer [CEQ) provided to the New York Stock Exchange the annval CEO cenification regerding comphance by AMN Hedlheare
Services, Inc. with the Mew York Stock Exchange’s corporate gavernance lisling standards,

Forward-Locking Statements. This seport conlains certain forward-dooking statements within the meaning of Section 274 of the Securities Act of 1933, as omended, and Section 21E of the
Saecurities Exchange Act of 1934, os amended. The company has tried, whenever possible, 1o ideniily these forwarddooking simements using words such as *believes,” “orticipotes,” “expects,”
“intends,” “plons,” “will,* “may” and cther similar expressicns. Similarly, statements herein that desceiba the company’s business strategy, outlook, objectives, plans, intenlions or goats are also
forword-locking statements. Accordingly, such forward-locking statements involve known and unknown risks, unceriainties and othar factors which could cause the company's oclual results,

perlormonce or achi s 1o differ ially from those

1in, o1 implied by, such siatements, These risks end unceriointies may include, but are nol limited 10; the company’s ability

to continue to recruit and retain quolified temporary and parmanent hedltheara professionals ol reasonable costs; the company’s obility 1o retain qualified temporary heabbcore professionals for
mulliple assignmenis ot reasonable costs; the company's ability 1o atiract and retoin sales and operational personnel; fhe company's ability 1o enter into contracts with hospitals, healthcore facility
clients, olfilioted healthcare networks and physician praclice groups on ferms attiactive ta the company and 1o secute orders related lo those conlracts; the compaony's ability 1o demanstrote the
value of s services to iis healihcote and ocility clients; ¢hanges in the liming of hospital, healthcare focility and physician practice group clients’ orders for lemporary healthcare professionals:
the general level of patient occupancy af the company’s hospilal and healthcare lacifity clients” facilities; the overall level of demand for services offered by tlemporory ond permonent healtheare
stafling providers; the ability of the company's hospital, healthcare focility and physician practice group clients to retain and increase the produclivity of their permanent siaff; the varialion in
pricing of the healihcare facility contracts under which the compeny ploces lempoiary healhcore profassionals; the company’s cbility 1o successlully implement its sirategic growth, acquisition
and integration stiolegies; the company’s ability fo leveroge its cost stiuciure; access 10 en undisputed performance of the company’s management inlormation and communication sysiems;
the eflect of existing or huure government legislation ond regulation; the compony's obility lo grow and opercte its b in compliance with legislotion and regulotions; the challenge to
classificalion of certain of the compoany's healthcare professionols as independent contragtors; the impact of medical malpractice and other claims asseded agoinst tha company; the impact en
the company's eamings rekated 1o share-based payment awards due to changes in accounting rules; the disruplion or ndverse impacl to the company’s business as a result of o terroriyl akock;
the company's abilizy 10 carry out its business sirategy and maintain sulficient cash Bow and copital siructure 10 support the compary’s business; the loss of key ollicers and management personnel
that could odversely aflect the company's ability to remain competitive; the effect of recognition by the company of an impairment to goodwill; and the effect of adjustments by the compony 1o
oceruals for selHnsured retenlions. Other laciars that could cause actual resulls to differ kom those implied by the lorward-looking statements contained in this repornt are set farth in the company's
Annual feport on Form 10-K for the year ended December 31, 2004, ils Quarterly Repons on Farm 10-Q, its Cunent Reporss on Form 8K, ond Registration Statement on Form §-3. Thesa state-
ments reflec) the compony's current belicfs ond are bosed upon informeatien currently ovailable 1o it. Be advised that developments subsequent 1o his report ors likely 1o couse these satements 1o
become outdated with the passage of lime.
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